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THE BALANCE OF INTERNATIONAL PAYMENTS OF 
THE UNITED STATES FOR THE YEAR 1920 



WITH A STATEMENT OF THE AGGREGATE 
BALANCE, JULY I, 1914-DECEMBER 31, 1920 



THE rapid shifting of our international position 
resulting from the unprecedented succession of 
export balances since 1914) and the methods of financing 
these balances by the export of American capital, made 
it clear as early as 1918 that in the process of economic 
adjustment following the war we should witness the 
overturn of the trade balance; though, as pointed out in 
the previous studies in the Review, there were grounds 
for believing that the overturn could not occur so 
promptly as some had assumed, particularly in view of 
Europe's continued extreme need of our goods. When 
in June 191 9 the government ceased to carry the main 
part of the burden of export financing, through the 
virtual exhaustion of the ten billion dollars appropria- 
tion for export-credit advances to the Allied govern- 
ments, and in addition the European exchanges were 
unpegged * and our own gold embargo lifted, it appeared 
that, from our side at least, the essential steps had been 
taken to put international trade upon a peace-time foot- 
ing. How soon this end would be attained would 
thenceforth depend primarily upon the rapidity of 
Europe's recovery from the war. That these acts prob- 
ably did have some immediate effect is indicated by the 
fact that never since they occurred has our export bal- 
ance been so large as in the first half of 1919, when it 
reached its peak. Yet until the present year (and the 
summer months of 1920) the decline of the export bal- 
ance was only very moderate, and occurred not by rea- 
son of diminishing exports but through the growth of 
imports. 

As the excess of exports continued to be large, in 
spite of the fact that the government advances had 
ceased and that the net export of private capital 
was comparatively small, 2 it was concluded by many 
observers, including the writer, 3 that the burden of 
financing the export balance was chiefly falling, directly 
Or indirectly, upon American banks, in the form of short- 
time extensions of credit to the foreign buyers of our 
products. Thus arose the problem of the "unfunded 
foreign balance," which has commanded such wide 
attention during the past year. 

As is stated below, in Part II, the estimates which 
have been made of this unfunded balance have varied 
widely; and the reasons for this variation have been 
several. That there should be some, even considerable, 
difference of opinion as to the amount is natural and 
probably unavoidable, in view of the meagreness and 
indefiniteness of the data available for some of the items 

1 In March 1919. 

2 The export of American capital in the form of foreign bonds issued here 
was being fully offset by maturing issues; even taking into account the heavy 
return of American securities from Europe, the purchases of European inter- 



comprising our balance of payments. In the present 
study an effort has been made to run down as many 
items subject to record as possible, and when estimates 
must be made to find as adequate a basis as possible, in 
the time available, by first-hand investigation and in- 
quiry among competent observers. The balance table 
presented for 1920 has also been studied and criticized 
in detail by a number of independent observers, repre- 
senting some of our largest banks, research departments, 
and the Treasury. 

In part, however, the differences in the estimates of 
competent observers have rested not so much upon an 
important divergence in the figures for specific items as 
upon a difference in point of view. It has been held, for 
example, that the amount of our unfunded foreign 
balance can best be seen by considering the trade and 
payments between the United States and Europe alone, 
rather than the United States and the world, on the 
theory that there are no longer triangular relationships 
in international trade, whereby the direct balance be- 
tween this country and Europe could be modified. It 
seems undesirable at this point to enter upon a discus- 
sion of these and other differences of opinion; they will 
be considered in the concluding section of this paper. 
It is sufficient to state here that the balance of payments 
analyzed in this paper is the balance between the United 
States and the world, and not with any particular por- 
tion thereof, it being the writer's view that such a bal- 
ance is the only one which could accurately indicate the 
international position of the United States, or the net 
amount of our unfunded foreign balance. 

As is stated below, in Part HI, the estimates which 
have thus far been made of our unfunded foreign bal- 
ance, have been based entirely upon the computation of 
our balance of trade and credits since the armistice. 
This was true, also, of my study last year, which was 
confined altogether to the consideration of our interna- 
tional balance for the year 1919, the question of the 
aggregate amount of our floating credits being then of 
secondary interest. But as our apparent unfunded 
balance continued to grow in 1920, to what appeared to 
be very large proportions, it seemed clear that an analy- 
sis of the post-war balance of payments, by itself, would 
not provide an adequate basis for determining the 
amount of our floating credits, and that to a large extent 
the financing of trade since the armistice must depend 
upon the conditions left over from the enormous financ- 
ing operations of the war period itself. For this reason 

nal bonds, and American capital exported in other forms, the net outflow of 
our foreign investments in the post-war period was comparatively slight; 
see below, p. 187. 

3 See The American Economic Review, Supplement, March, 1921. 
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it has seemed desirable in the present paper, in addition 
to considering the balance of payments for the year 
1920, to revise our previous balances so as to include 
new data not available when those balances were pub- 
lished, and thus to give a statement of our aggregate 
balance of payments from July 1, 1914 to December 31, 
1920. This will be found below, in Part III. 

Parts I and II are devoted mainly to the analysis of 
the items comprising our balance of payments for the 
year 1920. Besides the problem of the unfunded bal- 
ance, a number of related questions of scarcely less 
importance are considered, either as they arise in con- 
nection with the separate items or in Part IV. These 
include such matters as: 

(1) The changing direction and character of our for- 
eign trade. As indicated below, our present plans to 
develop new machinery for export financing, under the 
Edge Act and in other ways, must include careful analy- 
sis of this question. 

(2) The present status and the probable future de- 
velopment of American investment in foreign countries. 
It is probably generally admitted that only by means of 
a considerable outflowing stream of American capital 
can a large and desirable foreign trade be maintained, 
and the overturn of the trade balance from an excess of 
exports to an excess of imports be postponed beyond a 
brief period. Whether, and by what means, such an out- 
flow can occur, what directions it would probably take, 
and what its effects would be upon trade, are among the 
principal topics to be discussed in Part IV. 

(3) Finally, it is of paramount importance to deter- 
mine, as accurately as available data permit, the im- 
portant changes occurring in the foreign trade and the 
general condition of the European countries which are 
our principal debtors and customers. This also is con- 
sidered in Part IV. 

We begin with the merchandise trade. 



I. THE BALANCE OF MERCHANDISE 
AND SPECIE 

A. Merchandise 

The following table shows by months the merchan- 
dise (and silver) trade of the United States in the calen- 
dar year 1920. A similar table for 1919 and a table of 
annual figures for the war period were given in the 
Supplement to the Review for April, 1920. 1 

In 1920 the total trade of the United States far ex- 
ceeded in value that of any previous year. The extra- 
ordinary total of $13,710,000,000 is $1,556,000,000, or 
13 per cent, above the total for 191 9 and almost double 
the annual average of the war period, $7,585,000,000. 
The monthly figures show that the peak of trade was 
reached in the first quarter of the year and has since 
gradually declined. This is consistent with the turn of 
prices which occurred last spring. There seems little 

1 "The Future of Our Foreign Trade: A Study of Our International 
Balance in 1019," by Frank A. Vanderlip and John H. Williams. 



doubt that the year 1920 will long represent, so far as 
the value figures are concerned, the high water mark of 
expansion in the history of our foreign trade. 

Aside from total trade, the outstanding features of 
the year were the pronounced increase of imports and 
the consequent decline of the trade balance. Imports 
reached the new record figure of $5,367,000,000, which 
was $1,374,000,000 or 34 per cent more than in 1919, 
the previous high mark, and $2,888,000,000, or 116 per 
cent above the yearly average of the war period, July 
1914-December 1918. This growth of imports was the 
result of the heavy buying movement at rapidly ad- 
vancing prices, which began with the armistice and 
continued down to last September, when it was halted 
by the depression which accompanied the turn of prices. 
In the two years 1919 and 1920 imports amounted to 
$9,360,000,000, as against $11,156,000,000 in the four 
and a half years of the war, and were easily the most 
significant and conspicuous feature of our foreign trade 
in the post-war period. 

In 1919 the growth of imports was offset by an even 
greater growth in exports (from $6,402,000,000 in 1918 
to $8,161,000,000 in 1919), so that the trade balance 
was the largest in our history; but in 1920 the con- 
tinued growth of imports had its logical result, the trade 
balance of $2,976,000,000 being the smallest since 1915. 

United States Balance of Trade in 1920 
{Units of $1,000,000) 



Months 



January . . 
February . 
March . . , 

April 

May 

June 

July 

August . . . 
September 
October . . 
November 
December 

Totals . 



Total 

trade 



1,230 
1,140 

1,367 
1,207 
1,192 

1,193 
1,199 
1,099 

982 
1,096 
1,006 

998 



i3,7" 



Exports 



Com- 
modities 



722 

645 
820 
684 
746 
629 
651 

578 
605 

75i 
677 
721 



8,229 



Silver 



25 
16 

14 
16 

7 
4 
5 
4 
7 
6 

3 
6 



114 



Total 



Com- 
modities 



747 
661 

834 

700 

753 
633 
656 
582 
612 

757 
680 
727 



8,343 



Imports 



474 
467 

524 
496 

431 

553 
537 
5i3 
363 
334 
321 
266 



5,279 



Silver 



9 
12 

9 
11 

8 

7 
6 

4 
7 
5 
5 
5 



88 



Total 



483 

479 
533 
507 
439 
560 

543 
5i7 
37° 
339 
326 
271 



5,367 



Excess 
of 

exports 



264 
182 
301 
193 
314 

73 
113 

65 
242 
418 
354 
456 



2,976 



As to exports, there is little doubt that the extraordi- 
nary expansion which set in shortly after the outbreak 
of war has been arrested, so far as the value figures are 
concerned. Though exports in 1920 touched a new high 
level, $8,229,000,000, this is but $307,000,000, or 4 per 
cent over the 1919 figure. This increase, though not in- 
considerable in itself, is insignificant compared with the 
spectacular advances of the preceding years. The ac- 
companying table shows the relative changes which 
have occurred since 1914 in exports, imports, balance of 
trade, and total trade. 
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Index Numbers of Value of United States Foreign be made more specific. In other words, the answer de- 

Trade, 1914-20 pends upon the weights assigned to the different com- 

(Y 'early Average July 1, ipi4~January 1, igig = 100) modities exported. 3 

Calendar year Total Exports Imports Excess of exports 

igi4 * so 4 , 6 S 2I Changes in the Character of the Exports 

I 9 I S 72 7 1 73 68 More marked than the changes in total exports, 

1916 IOS Io8 98 II9 whether by value or by quantity, were the changes in 

1 T „, 1920 in the great groups of exports. Of the three large 

IQ1 g jgo j6 jgj j eg classes which compose international trade — food- 

1920 181 163 216 113 stuffs, manufactures, and raw materials for manufac- 

.,,,.,, * t 1 •« t. j- -j ji. m tures — the great gains in the war period were in the 

* Monthly averages for July-December 1914 divided by monthly averages 11 <• 

for entire war period. first two; the value of exports of raw materials actually 

declined. 4 In 1919, on the other hand, the chief gain 
Though most observers agree that the phenomenal was in raw materials, the increase amounting to $657,- 
growth of exports down to last year was more in the 000,000, or 68 per cent, compared with 1918. This 
value figures than in the physical volume exported, the increase was traceable chiefly to the expansion of the 
precise extent of the increase in the quantity of our ex- exports of raw cotton which succeeded the cessation of 
ports as a result of the war must still be regarded as hostilities, exports of cotton showing in 1919 the extra- 
doubtful. According to indices based on pre-war ordinary increase of $463,000,000, or 69 per cent, over 
weights, the peak of expansion was reached in 1917, 1918. Scarcely less noteworthy was the gain in tobacco 
when physical volume of exports was 71 per cent in leaf, which was $153,000,000, exactly doubling in value 
excess of the 1911-14 average. In the fiscal year 1919, the exports of this product in 1918. Next to raw ma- 
by this same method of computation, the quantity ex- terials, the principal change in 1919 was in food prod- 
ported (exclusive of exports carried for government ucts, which increased $688,000,000, or 35 per cent, the 
account and therefore not recorded in the custom house largest gains being in wheat and wheat flour and in 
statistics) was 40 per cent in excess of the 1911-14 hog products. 6 On the other hand, exports of manu- 
average. Some decline between these years appears factured products, which had shown heaviest expansion 
likely in view of war-time tonnage restrictions and the during the war, declined in relative importance in 1919; 
growing scarcity of shipping caused by submarine sink- though showing a moderate increase in the absolute 
ings. The valid criticism has been made, however, that figures ($364,000,000), they had only a slight percentage 
in view of the violent changes in our export trade since increase, about 12 per cent; and whereas during the war 
1914 no system of weights based on pre-war conditions they had constituted 58 per cent of total exports, in 
of trade would be representative of post-war years. In 1919 they were only 45 per cent of the total. But this 
an endeavor to get more accurate information on physi- decline was to be expected, and gave no indication of 
cal volume of exports in the calendar year 1920 com- diminishing importance of manufactures in our total 
pared with 1919, 1 have constructed an index based on exports. It represented merely the cessation of the ex- 
175 commodities, representing three-fourths of our ex- ports of munitions and other military equipment, which 
ports in 1919. This index is based upon the ratios of fell wholly within this group. 

quantities of the 175 selected commodities exported in The changes in these great groups in 1920 were par- 

1920 to the quantities exported in 1919. The results of ticularly significant, since they were precisely in ac- 

the computation were as follows: 2 cordance with pre-war tendencies; they indicate that 

Index of the quantity of exports of 175 , ^ reason for ^ discrepancy between the tw0 indices is as foUows: 

leading commodities in 1920 relative the commodities having high quantity relatives in 1920 compared with 1919 

tO 1919 Weighted according to Values in ^ had ^ weights (the weights being quantities times prices), the ex- 

" ' ports having low quantity relatives in 1920 compared with 1919 had low 

19*9 • 93'3 weights; that is, for the exports having high quantity relatives the weights 

Index of the auantitv Of eXDOltS of 11 < based on 1920 values are higher than those based on 1919 values, and for the 

.... ... exports having low quantity relatives the weights based on 1920 values are 

leading Commodities m 1920 relative lower than those based on i 9I9 values. 

to 19 1 9 Weighted according to values in 3 The above computations are based upon the official trade statistics. 

_ f- o In a later place (see p. 180) attention is called to the fact that the custom 

9 ' house records probably represent an overstatement of our exports, whether 

Geometric mean of the two (Fisher's index) = 104.4 b y value or h ? <i uant ity, in 192°, owing to the fact that because of the high 

premium on the dollar in the last half of the year shipments to foreign im- 

From these indices it appears that Using weights porters, especially in Latin America, were refused. In some cases the goods 

1 j „„i j.-\ i,„„:„„i ,™i„,^„ „f ~™„_.i.„ ;„ were disposed of at lower prices and in others were brought back to the 

based on 1919 values the physical volume of exports in United s P tates ^ was ^ also to some extent of goods exported on con . 

1920 decreased, but using weights based on values in signment. 

I02O the physical Volume of exports increased. An 4 From $2,960,000,000 in the four years preceding the war to $2,675,- 

7 . , 1 i_ • £ 000,000 for the period July 1, 1914- July 1, 1918. This was chiefly due to 

average of the two results shows an increase of 4.4 per the partial closing of markets for raw cotton, the exports of which fell from 

cent. It appears to be impossible to answer the ques- 36,000,000 bales in 1911-14 to 25,000,000 bales in 1915-18. 

,. « T tt .r. r. • 1 1 „t „ „,„_*„ ;~ ,„ 6 Of the total increase of exports in 1919, amounting to $1,759,000,000, 

tion "Was the physical volume of exports in 1920 ag compared with igig> 6g p £ r cent ( J I)ig6>000>ooo) is attributab i e t0 

greater or less than that in 1919" Unless the question cotton, hog products, leather goods, tobacco, wheat, and wheat flour. To 
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Exports by Groups, 1918-20 



Groups 



1918 



IOIO 



Domestic: 
Crude materials for use in manufacturing 
Foodstuffs in crude condition and food animals 

Foodstuffs partly or wholly manufactured 

Manufactures for further use in manufacturing 

Manufactures ready for consumption 

Miscellaneous 

Total domestic 

Foreign 

Total exports 



millions 

$953 

547 

1,406 

1, °S3 
2,069 

19 



6,048 



101 



6,149 



per cent 

15.8 

9.1 

23.2 

17.4 

34-2 
•3 



100.0 



millions 

$I,6lO 
678 

1,963 
922 

2,564 
13 



7,750 
171 



7,920 



per cent 

20.8 

8.8 
25.3 
11.9 

33-i 

.2 



millions 

$1,871 

918 

1,117 

959 

3,204 

12 



8,081 
148 



8,229 



per cent 

23.2 
II.4 

13-8 
11.9 

39-7 

.2 



100.0 



the war merely interrupted and did not in any way 
fundamentally alter the tendencies which have been 
apparent in our export trade since about 1900. Of the 
bearing which this fact has upon our foreign trade 
policy, and particularly upon our problems of trade 
financing, more will be said in a later place. 6 These 
tendencies are the decline of exports of food products, 
both absolutely and relatively, and the growth of ex- 
ports of manufactures. Food exports fell in 1920 from 
$2,641,000,000, the total for 1919, to $2,035,000,000, a 
fall of $606,000,000, or 23 per cent; and in relative im- 
portance in our export trade, they fell from 34 per cent 
of the total to 25 per cent. Exports of manufactures 
increased from $3,486,000,000 in 1919 to $4,163,000,000 
in 1920, an increase of $677,000,000, or 19 per cent. It is 
indeed remarkable that last year exports of manufac- 
tures exceeded even the 1918 exports, which were 
greatly swollen by military goods, by more than a bil- 
lion dollars. 7 The accompanying table indicates that 
the gain in manufactured exports occurred entirely in 

indicate that these exports increased not only in value, but also in quantity, 
as compared with 1918, the following quantity figures are given: — 



Articles 



Cotton 

Hog products: 

Bacon 

Hams and shoulders 

Lard 

Lard compounds . . 
Leather: 

Sole 

Upper 

Boots and shoes . . . 

Tobacco, leaf 

Wheat 

Wheat flour 



Unit 

(millions) 



lbs. 

lbs. 
lbs. 
lbs. 
lbs. 

lbs. 

sq. ft. 

pairs 

lbs. 

bus. 

bbls. 



1917 



2,476 

578 

243 

373 

49 

44 

74 

IS 

251 

106 

14 



1018 



2,118 

1,105 

537 

549 

44 

27 
40 

13 
404 
in 

22 



3,368 

1,190 

597 
761 

125 

123 

i54 

21 

766 

148 

26 



Increase 
in 1010 
over 1018 



1,250 

85 
60 

212 
8l 

96 

114 

8 

362 

37 

4 



A more detailed list showing the principal gains and losses in the year 
1919 as compared with 1918 and 1917 is given in the Supplement to The 
Review of Economic Statistics for April, 1920, p. 7. 

6 See below, p. 211. 

7 A considerable additional quantity of military exports was carried 
overseas in 1918 for government account, and was not recorded in the official 
trade figures, but the official figures show, nevertheless, that military exports 
were a very important item in the custom house statistics. See The 
Review of Economic Statistics, July, 1919, p. 236. 8 See p. 180. 



finished products. Manufactures for further use in 
manufacturing showed no change. In food products, 
the decline occurred altogether in foodstuffs partly or 
wholly manufactured; crude foodstuffs experienced a 
slight increase, which was due almost entirely to an in- 
crease in exports of wheat. Raw materials also slightly 
increased, despite a moderate fall in exports of raw 
cotton. 

Further light on the group changes is given by ex- 
amination of the principal commodities exported. The 
following table shows the principal changes in the value 
of commodities exported in 1920 compared with 1919. 
The table shows that, except for wheat and coal, virtu- 
ally all of the commodities which increased in 1920 were 
manufactured products, whereas those which declined 
in value were mainly food products. The most note- 
worthy increases were in coal and automobiles. The 
surprisingly large exports of wheat were offset in part 
by the decline of exports of wheat flour. Total bread- 
stuffs, exclusive of wheat and wheat flour, also showed a 
decline. The increase in exports of manufactures of iron 
and steel was a surprise to the trade, and contradicted 
the indications given by statistics of steel exports in the 
early months of the year. The increase was due to the 
marked expansion of steel exports in the fall months 
and particularly in December. The expansion of wheat 
exports is similarly explained. But as will be shown 
later 8 the heavy exports of the closing months of the 
year indicated by the custom house records must be 
discounted considerably in estimating the actual value 
of exports in 1920. It is interesting to note that in 
every case except copper, steel products, and chemicals, 
the increases in 1920 represented a continuation of a 
strong upward movement already discernible in earlier 
years. The 1920 figures exceeded not only those of 1919 
but also the figures of 1918. On the other hand, most 
of the important commodities which declined in value in 
1920 experienced merely a reaction from the abnormally 
inflated values of 1919, and still exceeded considerably 
the 1918 figures. The only important exceptions were 
meat and dairy products, which fell markedly below the 
figures of 1918, notwithstanding the fact that the gen- 
eral average of export prices last year was higher than in 
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Principal Gains and Losses in Value of Exports in 1920 
Exports which Increased in IQ20 



Articles 


191S 


1919 


1920 


Increase in 1920 
over 1919 


Wheat 


millions 
$26l 

79 

344 

97 

1,035 
181 

87 
165 

32 

200 


millions 

$357 

84 

344 

152 

969 

273 
137 
134 

54 
122 


millions 

$597 
304 

549 
298 

i,"3 
402 
187 
169 

85 
133 


millions 

$240 

220 

205 

I46 

144 

I29 

50 

35 
3i 
11 


per cent 
67 


Coal, bituminous 


262 


Mineral oils 


60 


Automobiles 


94 


Manufactures of iron and 


15 


Textiles, cotton 


47 


Wood and manufactures of 
Chemicals 


37 
26 


Rubber and manufactures 
of '. 


58 


Copper and manufactures 
of 


9 







Exports which Decreased in 1920 



Articles 



Hog products . 

Leather 

Wheat flour . . . 
Dairy products 
Beef products . 
Vegetable oils . 

Fruits 

Sugar, refined . 
Tobacco leaf . . 
Cotton, raw . . . 



1918 



millions 
$638 

55 
245 

96 
188 

29 

3° 

27 

123 

674 



1919 



millions 

$875 

219 

293 
146 

105 
IOO 
I23 

"5 

259 

i,i37 



millions 

$394 

109 

224 

81 

52 

59 
82 

95 

245 

1,136 



Decrease in 1920 
from 1919 



millions 

2 

IIO 

69 

65 

53 
41 
41 
20 

14 
1 



per cent 

55 
5° 
24 

45 

5i 

41 

33 

17 
5 
o 



either 1919 or 1918. This was the natural consequence 
of the removal of the special stimulus to food exports of 
war-time conditions. 

As has been said, what these changes represent is a 
return to the pre-war tendencies in our exports. These 

9 Exports of Iron and Sieel from the United States 

IN 192O AND 1919 

{In long tons) 

1920 19*9 

Pig iron 218,013 321,261 

Bar iron 46,616 60,547 

Wire rods 116,776 118,010 

Steel bars 629,051 554,2ii 

Billets, ingots, blooms 216,873 258,424 

Bolts, nuts, rivets 39,020 39,742 

Hoop, band, scroll 53,454 50,836 

Cut nails 3,858 2,921 

Wire nails 93,179 89,779 

Other nails 12,464 16,229 

Cast pipe 68,387 39,455 

Wrought pipe 284,791 236,080 

Railroad spikes 16,600 24,771 

Steel rails 595,293 652,449 

Galvanized sheets 108,369 101,638 

Iron sheets and plates 29,155 39,894 

Steel plates 916,207 710,013 

Steel sheets 169,243 177,467 

Ship and tank plates 43,"8 14,187 

Structural steel 493,727 360,787 

Tin plate 226,290 204,524 

Barbed wire 129,711 101,451 

Plain wire I9Q.974 I 9Q,2i2 

Total 4,701,169 4,364,888 

Data furnished by the Consolidated Steel Corporation, Trade Adviser's 

office. 



changes are even more strikingly exhibited by the statis- 
tics of quantities exported. It is not practicable to give 
here a detailed list of the changes in quantities, but the 
following table provides some interesting points of com- 
parison with the table of value figures already given. A 
detailed list of iron and steel exports is given in the foot- 
note. 9 It will be seen that, except for automobiles and 
copper, all of the commodities included in the above 

Principal Gains and Losses in Quantity of Exports 
in 1920 

Exports which Increased in IQ20 



Articles 



Wheat 

Coal, bituminous 

Mineral oils: 

Crude 

Fuel and gas 

Illuminating 

Lubricating 

Naphthas 

Automobiles: 

Passenger 

Commercial 

Textiles, cotton: 

Bleached cloth 

Colored cloth 

Hosiery 

Unbleached cloth . . 
Copper, refined pigs, 

ingots, etc 



Unit 



millions 

bus. 
tons 

gals. 



no. "* 

u ** 



yds. 

« 

doz. prs. 
yds. 

lbs. 



1918 



in 
20 

206 
1,201 
491 
257 
559 

37 
10 

99 

363 
6 

73 
690 



148 

18 

249 
585 
979 
275 
372 

67 
16 

131 

400 

9 
J 43 

438 



IQ20 



218 
34 

338 
828 
862 
411 
641 

143 

29 

189 

478 
12 

138 
55i 



Increase in 1920 
over 1919 



70 
16 

89 
243 
117 
136 
269 

76 
13 

58 

78 

3 



"3 



percent 

47 
89 

36 
42 
12 

5° 
72 

113 

81 

44 
20 

33 



26 



Exports which Decreased in IQ20 



Articles 



Hog products: 

Bacon 

Hams and shoulders 

Lard 

Lard compounds . . 
Beef products: 

Canned beef ...... 

Fresh beef 

Oleo oil 

Dairy products: 

Milk 

Butter 

Cheese 

Leather: 

Sole 

Upper, calf and kip 

Upper, goat and kid 
Vegetable oils: 

Coconut 

Cottonseed 

Wheat flour 

Sugar, refined 

Tobacco, leaf 

Cotton, raw 



Unit 



millions 



lbs. 



sq. ft. 



lbs. 

a 

bbls. 

lbs. 
« 

a 



191S 



1,105 

537 

549 

44 

141 

514 
69 

55i 
26 

48 

27 
16 

24 



119 

22 

407 

404 

2,118 



1,190 

597 
761 

125 

54 

174 

76 

853 
35 
14 

123 

49 
104 

119 

193 
26 

1475 
766 

3,368 



637 
185 
612 

32 

24 
90 

74 

414 

17 
16 

22 
16 
55 

26 

185 

20 

924 

468 

3,i79 



Decrease in 1920 
from 1 919 



553 

412 

149 

93 

30 

84 

2 

439 
18 

at 

101 
33 
49 

93 
8 
6 

551 
298 
189 



percent 

46 
69 
20 

74 

56 
48 

3 

52 
5i 
4t 

82 
67 
47 

78 

4 

27 

63 

39 

6 



Decrease. 



f Increase. 



** Thousands. 
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table as showing gains in 1920 increased much more in 
value than in quantity. This is particularly noticeable 
in coal, which more than tripled in value, but did not 
double in quantity, and in wheat, which increased 67 
per cent in value and 47 per cent in quantity. On the 
other hand, most of the commodities which declined 
show a much larger fall in quantity exported than in 
value. This was particularly the case with leather, 
sugar, tobacco, and raw cotton. Sugar declined only 17 
per cent in value, but 63 per cent in quantity; tobacco 
leaf fell 5 per cent in value, but 39 per cent in quantity, 
and raw cotton, which showed virtually no change in 
value exported, dropped 6 per cent in quantity. 

The Principal Changes in Imports 

While exports, as has been said, showed only a slight 
increase in value, total value of imports increased 
markedly, and this despite the pronounced decline in the 
late months of the year. The increase in value of im- 
ports was from $3,904,000,000 in 1919 to $5,279,000,000 
in 1920, a gain of $1,375,000,000, or 35 per cent. The 
change in quantity of imports is more difficult to deter- 
mine than it is for exports, by reason of the greater 
number and diversity of products. The foreign trade 
index of the Federal Reserve Board places physical 
quantity of imports ini9i9ati7i.i per cent of the 19 13 
figure, and the quantity imported in 1920 at 171. 7 per 
cent, indicating that there was virtually no change from 



to the criticism that it is not very comprehensive. But 
there is probably little doubt that the principal fact in- 
dicated by it is substantially correct. That fact is that 
the spectacular growth in value of imports which oc- 
curred between the armistice and last September was 
accompanied by a substantial growth in the physical 
quantity of imports. 

The changes in the character of the imports were not 
less striking than were those in exports. It is not sur- 
prising that in view of the large increase in total imports, 
none of the great groups showed an absolute decline; but 
raw materials fell in relative importance, from 43 per 
cent of total imports in 1919 to 33 per cent in 1920. 
Food imports increased in importance, from 28 per cent 
of the total in 1919 to 34 per cent in 1920; and imports 
of manufactures increased from 28 per cent to 32 per 
cent. 

The principal pre-war tendencies in our import trade 
were the increasing importance of raw materials and 
foods, to serve our expanding industries and industrial 
population, and the gradual decline in relative impor- 
tance of imports of manufactures. The war did not 
upset, but intensified, these changes. Raw materials 
and food products increased at a faster pace, and manu- 
factures declined more markedly. The only one of the 
major changes occurring last year in keeping with these 
tendencies was the increase in food products, and this 
increase was so great as to exceed legitimate expectation. 



Imports by Groups 



Groups 



1018 



Crude materials for use in manufacturing 

Foodstuffs in crude condition and food animals 
Foodstuffs partly or wholly manufactured 
Manufactures for further use in manfacturing . 

Manufactures ready for consumption 

Miscellaneous 

Total imports 



millions 

$1,220 

346 

397 
650 

4°S 
13 



$3,031 



per cent 
40.3 
II.4 
13.I 
21.4 

13-4 

•4 



100. o 



millions 
$1,675 

545 
556 
609 

493 

27 



$3,904 



per cent 
42.9 
I4.O 
14.2 

15-6 
12.6 

■7 



100. o 



millions 

^1,753 

578 

1,238 

802 

877 

32 



$5,279 



per cent 

33-2 
10.9 

23-5 

15-2 

16.6 

.6 



1 00.0 



191 9. This index includes 25 of the most important 
imports, the value of which in 1913 formed 47.7 per cent 
of the total import values. 10 Being computed on the 
year 19 13 as base and with the import values of 1913 as 
weights, it is subject to the cautions already men- 
tioned in discussing quantity indices of exports, 11 as also 

10 The list of commodities is given in the Federal Reserve Bulletin, July, 

1920, p. 694. 

11 See above, p. 171. 

12 Of the total increase in imports in 1919 ($873,000,000), 93 per cent 
($815,000,000) was made up of the gains in six commodities: precious stones, 
silk, coffee, sugar, rubber, and hides and skins. Particularly striking were 
the large increases in the imports of luxury goods, precious stones and silk. 
For a detailed list of imports in 1919 compared with 1917 and 1918, see The 
Review op Economic Statistics, Supplement, April, 1920, p. 7. 

1 3 Prices of Argentine wool and hides fell 50-70 per cent within the half 
year. For an account of the effects upon Argentine trade in general and on 
our own trade with that country see John H. Williams, " Argentine Exchange 
and Trade since the Armistice," The Review of Economic Statistics, 
March, 1921. 



The increase in imports of manufactures is probably 
explicable in part by the natural reaction from war- 
time restrictions, which had particularly restrained this 
class of imports, and in part by the continuation through 
the first half of the year of the extravagant spending 
movement which sprang up after the armistice and in- 
fluenced so markedly the imports of 1919. 12 

The decline in importance in 1920 of imports of raw 
materials is ascribable in part to the decline of prices 
since last May and the attendant depression of business 
in this country, which hit raw materials first and hard- 
est. The violent fall of prices which occurred between 
June and December in Argentina, Japan, and other 
leading raw materials markets is too well known to re- 
quire extended comment here. 13 The first notable 
break in our large post-war import trade came last 
September when imports for the month fell to $363,000,- 
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000, compared with $513,000,000 in August. The fol- 
lowing comparison of imports by groups for the last four 
months of 1919 and 1920 indicates clearly that raw 
materials bore, the major part of the decline last fall. 
Raw materials declined 53 per cent compared with the 
corresponding period of 1919, whereas manufactures 
decreased only 2 per cent. Food products actually 
exceeded by 10 per cent the food imports of the last four 
months of 1919. 

Imports by Groups, September-December Inclusive, 
1919 and 1920 



Groups 


Last four 

months of 

1919 


Last four 

months of 

1920 


Decrease in 1920 


Raw materials 

Food products 

Manufactures 


millions 

4IO 

494 


millions 

$340 
450 
486 


millions 

$383 
40* 

8 


Per cent 

S3 

iot 

2 






Total imports f ... 


1,642 


1,284 


358 


22 



Increase. 



t Including "miscellaneous" imports. 



In part, however, the decline in importance of raw 
materials was simply the result of the remarkable ex- 
pansion of imports of food and manufactures which 
occurred in the first eight months of 1920, the period of 
largest imports in our history. This expansion is dis- 
played in the following table, which indicates that food 
and manufactures increased much more than raw ma- 
terials both absolutely and relatively, nearly doubling, 
while raw materials increased about one-half. The re- 
markable increase in manufactures, in direct conflict 
with preexisting tendency, I have ascribed to the 
natural reaction from war-time restrictions, coupled 
with extravagant spending. It may seriously be asked, 
however, whether our new international creditor posi- 
tion, looking as it does to an eventual overturn in our 
trade balance and an excess of imports, may not carry 
with it a rearrangement of the great groups of imports, 
in which manufactured goods would assume a more 
important position than has been the case since 1900, 

14 See p. 210. 

15 Principal Gains and Losses in Quantity oe Imports in 1920 





Unit 


1918 


1919 


1920 


Change in 1920 
cf. 1919 




millions 
lbs. 

a 
a 

bbls. 
lbs. 

a 
a 
a 
a 

tons 
lbs. 

u 
ti 


5>i7i 
134 
84 
17 
"3 
419 
326 
362 
4S4 
383 

1,052 
360 
157 


7,024 

81 

86 

8 

I7S 

3°3 

536 

745 

446 

327 

i,334 

39i 

126 


8,074 

90 

82 

36 

300 

369 

S67 

5io 

127 

406 

1,297 

344 
116 


+1050 
+ 9 

- 4 
4- 28 

+ 125 
4- 66 
+ 34 

- 235 

- 319 
+ 79 

- 37 

- 47 

- 10 


per cent 

+ is 


Tea 


+ II 


Tobacco, leaf . . 

Wheat 

Cotton, raw 

Copper pigs, etc. 
India rubber . . . 
Hides and skins . 

Fibers 


- s 

+3SO 

+ 75 
4- 22 
+ 6 

- 32 

- 72 

4- 24 


Coffee 


— 3 


Cocoa, crude . . . 
Copper ore, etc. . 


— 12 

- 8 



particularly if the new imports are to come from the 
European nations who are our principal debtors. This 
possibility would be of special interest to all interested 
in tariff revision, whatever their view with regard to it. 
It is, however, too early to form any definite conclusions 
as to the effects of our new international position upon 
the character of our imports in the years ahead, par- 
ticularly when other entirely plausible explanations may 
be given for the remarkable growth of manufactured 
imports in 1920. The writer's own views will be stated 
in a later place. 14 

Imports by Groups, January-August Inclusive, 
1919 and 1920 



Groups 


First eight 

months of 

1919 


First eight 

months of 

1920 


Increase in 1920 


Raw materials 

Food products 

Manufactures 


millions 

69I 
608 


millions 

$1,413 . 
1,367 
1,193 


millions 

$461 
676 
585 


percent 
48 
98 
96 


Total imports * ... 


2,262 


3,995 


1,733 


77 



16 It is interesting to note that while this increase was occurring in sugar 
imports, exports of refined sugar fell from $115,000,000 in 1919 to $95,000,- 
000 in 1920. 



* Including "miscellaneous" imports. 

The largest increase in imports last year was that in 
food products. Food imports increased from $1,101,- 
000,000 in 1919 to $1,816,000,000 in 1920, a gain of 
$715,000,000, or 65 per cent. This was 52 per cent of 
the total increase of imports in 1920. Though, as already 
indicated, the most pronounced tendency shown by our 
import statistics since 1900 is the steadily growing im- 
portance of food imports, an increase of this magnitude 
in a single class of imports in a single year is in excess 
of legitimate expectation. This is indicated the more 
clearly by the fact that by far the greater part of the 
total increase in food imports was due to the extraordi- 
nary figures for a single product, cane sugar, an import 
not from our principal international debtors but chiefly 
from Cuba. Below is given a fist of the principal com- 
modities imported in 1920, compared with the two 
preceding years. A similar list of quantity figures is not 
practicable but the accompanying footnote gives some 
of the more important quantity changes. 15 The gain in 
imports of sugar far exceeded that in any other com- 
modity. Sugar imports increased from $394,000,000 in 
1919 to $1,017,000,000 in 1920, an increase of $623,000,- 
000 or 158 per cent. This is 87 per cent of the total 
increase in imports of food products and 45 per cent of 
the total increase in all imports combined. It indicates 
sufficiently the abnormal character of a considerable 
portion of our large import trade in 1920. 16 The ex- 
traordinary growth in imports of sugar was chiefly the 
result of the great rise in sugar prices, particularly in 
the first half of 1920, which followed the removal of 
war-time restrictions; it recalls to mind the controversy 
over the government's refusal to continue its price 
guarantee to Cuban growers last spring, which would 
have resulted in a price markedly lower than those 
actually paid. The increase in the quantity of sugar 
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imported was 1,050,000 pounds, or only 15 per cent over 
the 1919 figure. To a less extent, the changes in the 
other leading imports were more in the value figures 
than in quantities. To take the articles listed in the 

Principal Gains and Losses in Value of Imports in 1920 
Imports which Increased in 1920 



Articles 



Sugar 

Breads tuffs: 

Total 

Wheat 

Meat and dairy products. . 

Fruits and nuts 

Tea 

Cotton, raw 

Fertilizers 

Furs and fur skins, un- 
dressed . . . 

India rubber, unmanufac- 
tured 

Seeds 

Tobacco, leaf 

Chemicals, drugs, dyes. . . . 

Wood manufactures 

Cotton textiles 

Fiber manufactures 

Wool textiles 

Silk textiles 

Mineral oils 

Tin bars, pigs 

Paper and manufacture of . 
Leather manufactures 
Copper manufactures 



1918 



$242 

67 

3° 
62 

75 
30 

42 
5 

32 

149 

45 
52 

168 
98 
40 

112 

23 

28 

26 

105 

43 
10 

99 



millions 

$394 

51 
15 
37 
96 
20 

72 
12 

69 

222 
69 

75 

116 
112 

53 
95 
19 
55 
31 
63 
54 
7 
63 



millions 

11,017 

125 

75 

64 

116 

24 

139 

5i 

84 

249 

102 

82 



209 

137 

154 

58 

75 
66 

93 
85 
17 
68 



Increase in 1920 
over igio 



millions 

$623 

74 
60 
27 
20 
4 

67 
39 

15 

27 

33 

7 

95 
97 

84 

59 

39 
20 

35 
3° 

31 

10 

5 



per cent 

158 

145 
400 

73 

21 

48 

93 
325 

22 

12 
48 
•9 

82 
87 

159 
62 

205 
36 

"3 

48 

58 
143 



most instances a decline in a raw material was accom- 
panied by a gain in the corresponding manufactured 
articles. This was true of wool products, silk, fibers, 
copper, and hides and skins. It may be noted, too, that 
most of the articles which showed the largest gains in 
1919 declined in 1920. Of the six imports — -precious 
stones, silk, coffee, hides and skins, rubber, and sugar — 
which comprised 93 per cent ($815,000,000) of the total 
increase in imports in 1919 ($873,000,000), all but the 
last two declined in 1920, both in value and in quantity; 
and in addition raw wool, which in 1919 had declined 
slightly, fell in 1920 by nearly one-half. 

The Changing Geographical Distribution of 
Our Foreign Trade 

The changes in the geographical distribution of trade 
last year were more pronounced than at any time since 
the early years of the war. During the war our trade 
balances were markedly favorable with the Allies, 
moderately favorable with most of the British posses- 
sions and the European neutrals, and unfavorable with 
neutral countries outside of Europe. In 1919 this situa- 
tion continued, with some important differences in de- 
tail. 17 In 1920, our trade balances with all of the groups 
of countries underwent important changes. Most signif- 
icant of the changes has been that in the balance with 
Europe. Our excess of exports to Europe last year fell 
$1,198,000,000. This is very strong evidence that, so 
far as foreign trade is concerned, conditions in Europe 
have distinctly improved. Taken together with the 
pronounced improvement of the balance of trade in 
Great Britain, France, Germany, and Belgium 18 it 
indicates that the trade changes in our relations with 
Europe which are logically to be expected as a result of 
our new creditor position are gradually beginning to 



Imports which Decreased in 1920 



Articles 



Animals 

Coffee 

Cocoa 

Hides and skins 

Wool, raw 

Silk, raw 

Leather and tanned skins 
Fibers and textile grasses 
Copper ore 

Precious stones 

Vegetable oils 



1918 



millions 
$26 

99 

38 

108 
252 
180 

10 
114 

34 

24 
107 



millions 

$53 
261 

58 

3°7 
217 

329 
21 
82 
24 

i°5 
123 



millions 

$27 

252 

54 

244 
127 
285 

19 

80 

22 

76 
105 



Decrease in 1920 
over 1919 



millions 

$26 

9 

4 

63 
90 

44 
2 
2 
2 

29 

18 



per cent 

$49 
3 
7 

21 
41 
13 
10 
2 



28 
i5 



tables, only in wheat and raw cotton were the increases 
in value matched by large increases in quantity. In 
general, the commodity changes shown reinforce the 
conclusions already given concerning the group changes. 
For better comparison the commodities are divided 
according to groups. It is interesting to note that in 



17 For details of the changes in the trade balance in 1919, by continents 
and countries, see The Review of Economic Statistics, Supplement, 
April, 1920, p. 9. 

Our huge trade balance in 1919 ($4,018,000,000), the largest in our 
history and $900,000,000 larger than in 1918, was due to an increase in the 
excess of exports to Europe, from $3,859,000,000 in 1918 to $5,186,000,000 in 
1919. But our balance with our former Allies was almost exactly the same as 
in 1918. In minor part the increase was due to the partial reopening of trade 
with the Central Powers, which produced a favorable balance of $128,000,- 
000. Chiefly it was caused by a remarkable expansion of exports to six 
neutrals — Denmark, Norway, Sweden, Spain, Switzerland, and the Nether- 
lands. Exports to them increased fivefold over 1918, and the excess of 
exports increased $568,000,000. These heavy exports represented in part the 
payment of our previous adverse balance with some of the neutrals, in part 
the superior buying power of nations not so much affected by the war as the 
belligerents, and in part, perhaps, purchases for the account of neighboring 
nations, as Germany, where exchange on New York was less favorable. In 
North America our balance in 1919 continued favorable, though reduced in 
amount, the principal changes being the marked reduction of the favorable 
balance with Canada and the heavy increase of our unfavorable balance with 
Cuba. With South America and the Orient the net changes in 1919 were 
only slight, resulting in a moderate reduction of our unfavorable balance with 
those continents . The most marked changes in our balances with the individ- 
ual countries were the substantial decline in the unfavorable balances with 
Argentina, Chile and Peru, and the heavy increase of our adverse balance 
with Brazil, which almost tripled, owing particularly to large imports of 
coffee at high prices. 

In 1919, as throughout the war, the foreign trade of Brazil offered a 
striking contrast to that of other leading Latin-American countries. For an 
analysis of the war period, see John H. Williams, "Latin American Foreign 
Exchange and International Balances during the War," Quarterly Journal of 
Economics, May, 1919. 18 See below, p. 177. 
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make themselves felt. Of the bearing of these changes 
upon our problems of trade financing more will be said 
later. 19 The present purpose is merely to set forth the 
facts. The decline of the balance with Europe was from 
the huge figure of $4,437,000,000 in 1919 to $3,239,000,- 
000 in 1920. This is the smallest balance with Europe 
since 1916. This change was produced by a fall of 
our exports to Europe from $5,188,000,000 in 1919 to 
$4,467,000,000 in 1920, a decline of $721,000,000 or 14 
per cent; and an increase of imports from Europe from 
$751,000,000 in 1919 to $1,228,000,000 in 1920, an in- 
crease of $477,000,000, or 64 per cent. The increase 
in imports is especially significant, and is closely con- 
nected with the gain in imports of manufactured goods 
to which reference has already been made. 

The accompanying table of trade balances gives the 
details of the changes in our balance by groups of coun- 
tries. The decline in the European balance occurred 
almost entirely in the trade with our former major allies, 
to whom our excess of exports decreased $1,040,000,- 
000. To all four countries — United Kingdom, France, 
Italy, and Belgium ■ — our exports diminished, the de- 
crease ($838,000,000) being larger than that in exports 
to Europe as a whole; and in all four cases our imports 
increased substantially. The decline of the balance with 
Great Britain alone was $659,000,000, or about one- 
third of the balance with England in 19 19. With only 
one group of European countries did our balance in- 
crease in 1920. The excess of exports with the former 
Central Powers about doubled, owing chiefly to the 
increase of our exports to Germany from $93,000,000 in 
1 919 to $311,000,000 in 1920, as a result of which the 
balance with Germany increased from $82,000,000 to 
$222,000,000. With no other European country be- 
sides Germany, Turkey, and Spain did our trade balance 
show an increase last year. With the European neutrals 
the exports decreased somewhat and the imports in- 
creased, causing a decline in the balance from $686,000,- 
000 in 1919 to $469,000,000 in 1920. 

In North America our favorable balance of trade 
about doubled, increasing from $138,000,000 in 1919 to 
$266,000,000 in 1920, but remained considerably below 
the balance of 191 8, which was favorable to the United 
States by $350,000,000. With Canada both our exports 
and imports were markedly heavier than ever before, 
the former closely approaching a billion dollars. Ex- 
ports to Canada alone were larger than those to the 
South American continent or to Asia. Indeed, last year 
exports to Canada exceeded those to any other country 
except Great Britain. Exports to Cuba nearly doubled, 
far exceeding all previous figures, so that Cuba stood 
fourth in our export trade, being exceeded only by 
Great Britain, Canada, and France. But the exports 
($515,000,000) were more than offset by the extraordi- 
nary increase in imports from Cuba, which grew from 
$419,000,000 in 1919 to $722,000,000 in 1920, making 
Cuba easily the first in our import trade, with Canada 
second and Great Britain third. Of the total imports 



United States Balance of Merchandise Trade in 

1920 Compared with 1919 by Continents and 

by Principal Countries 

(Units of $1,000,000) 





Exports 


Imports 


Balance * 


Countries 


ioio 


1020 


ipio 


1920 


1010 


1020 


Europe 


5,188 

1,296 

701 

442 

196 

98 


4,467 
1,929 
772 
624 
271 
166 


751 
1,158 
1,041 

688 

155 
112 


1,228 

1,663 

1,284 

761 

193 

150 


+4,437 
+ 138 

- 340 

- 246 

+ 41 

- 14 


+3,239 


North America . . . 
Asia 


+ 266 
- 512 


South America. . . . 
Oceania 


- 137 
+ 78 


Africa 


+ 16 






Totals 


7,920 


8,229 


3,9°4 


5,279 


+4,Ol6 


+2,95° 


United Kingdom . 
France. 


2,279 
893 

443 
378 


1,825 
676 

372 
282 


309 
124 

59 
8 


5i4 
166 

75 
47 


+ 1,97° 
+ 769 
+ 384 
+ 370 


+i,3n 
+ 510 
+ 297 
+ 235 


Italy 


Belgium 




Totals 


3,993 


3,155 


500 


802 


+3,493 


+2,453 


Germany 

Austria & Hungary 
Turkey in Europe . 


93 
42 
20 


3" 
21 

31 


11 

2 

14 


89 

2 

11 


+ 82 
+ 40 

+ 6 


+ 222 

+ 19 

+ 20 


Totals 


155 


363 


27 


102 


+ 128 


+ 261 


Spain 


255 
103 

m 

135 

164 

76 


246 

151 

115 

95 

85 

45 


76 

49 
14 

7 

6 

28 


95 
43 
32 
22 
21 
55 


+ 179 
+ 54 
+ 119 
+ 128 

+ 158 
+ 48 


+ 151 
+ 108 


Sweden 


+ 83 

+ 73 
+ 64 
— 10 


Norway 


Denmark 

Switzerland 


Totals 


866 


737 


180 


268 


+ 686 


+ 469 


Canada 


734 
278 

131 


972 

515 

208 


495 
419 
149 


612 

722 
180 


+ 239 

— 141 

- 18 


+ 3 6 ° 
— 207 


Cuba 


Mexico 


+ 28 






Totals 


i,i43 


1,695 


1,063 


i,5i4 


+ 80 


+ 181 


Argentina 

Brazil 


156 

ii5 

53 

31 

27 
24 


214 
157 
55 
34 
47 
59 


199 

234 
82 

5° 
33 

43 


208 
228 
121 

34 
64 
54 


- 43 

- 119 

- 29 

- 19 

6 

- 19 


+ 6 
— 71 


Chile 


- 66 


Uruguay 

Peru 



- 17 


Colombia 


+ 5 


Totals 


406 


566 


641 


709 


- 235 


- i43 


Japan 

China 


366 

106 

68 

47 
12 


378 

146 

100 

59 

19 


410 

155 
140 

79 
146 


4i5 
193 
176 
167 
192 


- 44 

- 49 

- 72 

- 32 

- 134 


- 37 

- 47 


British India 

Dutch East India . 
Straits Settlements 


- 76 

- 108 

- 173 


Totals 


599 


702 


93o 


i,i43 


- 33i 


- 44i 



* Excess of exports is denoted by +, excess of imports by — . 



from Cuba, however, $669,000,000 or 93 per cent con- 
sisted of cane sugar, a figure which, as we have seen, was 



" See below, p. 210. 



T78 



THE REVIEW OF ECONOMIC STATISTICS — SUPPLEMENT 



altogether exceptional. As a result of the sugar imports 
our largest adverse balance with any country both in 
1919 and in 1920 was that with Cuba. In 1920 the 
unfavorable balance increased from $141,000,000 in 
1919 to $207,000,000, but was more than offset by the 
increase in the favorable balance with Canada, from 
$239,000,000 in 1919 to $360,000,000 in 1920. The 
balance with Mexico, which was slightly adverse in 19 19, 
showed a small excess of exports last year. 

With South America the changes were more impor- 
tant than the figures indicate. The last three years have 
witnessed a steady reduction in our adverse balance. In 
1918 the balance against the United States was $308,- 
000,000, in 1919 $246,000,000, and in 1920 $137,000,000. 
Only with Chile and Peru did our excess of imports 
increase. With Brazil, whose balance against us had 
grown so markedly in 1919, there was a substantial 
decline of the balance last year. With Argentina, 
Colombia, and Uruguay, the adverse balance was either 
wiped out or replaced by an excess of exports. It is in- 
teresting to note the increasing importance of Colombia 
in our South American trade. Exports to Colombia 
doubled last year and imports increased one-fourth. 
Colombia stood sixth among South American countries 
in our exports in 1919 and third in 1920. 

Most interesting this past year has been our export 
trade with Argentina. Chiefly as a result of the violent 
fall of prices of raw materials, Argentine exports fell 
heavily in the second half of 1920, and in consequence, 
after a succession of favorable trade balances during 
the war almost as remarkable, considering the size and 
population of the country, as those of the United States 
itself, Argentina suffered an adverse balance in the last 
half of the year. In consequence the peso, which had 
ruled at so high a premium during the war that it be- 
came necessary for the United States and the Allies to 
solicit advances of credits from the Argentine govern- 
ment to relieve the pressure on the exchanges, went to a 
heavy discount in dollars, the climax being reached in 
the second week of November when dollars reached a 
premium of 22 per cent. The Argentine government 
having steadily expressed its unwillingness to remove 
its embargo on gold, of which the supply in Argentina is 
abundant, there has as yet been no tendency to recov- 
ery. The result of the fall of prices has been to diminish 
the value of exports to the United States, while imports 
from the United States have been recorded at our 
custom houses as increasing from $86,000,000 in the 
first half of 1920 to $126,000,000 in the second half. In 
consequence the balance of trade with the United States, 
which had been favorable to Argentina since early in 
the war, diminished rapidly and in the final quarter of 
the year became favorable to us by $38,000,000. For 
the entire year, the balance in our favor is given as 
$6,ooo,ooo. 20 

The Argentine experience has been singled out for 
discussion because it has an important bearing upon 
our export statistics in the last half of 1920. What oc- 
curred in Argentina happened also to a less extent in 



Brazil and most of the other South American countries. 
As a result of the pronounced depreciation of the South 
American currencies in exchange, importers in those 
countries were placed under so serious a handicap that 
in numerous cases they refused to receive exports 
shipped down upon their order, and many millions of 
dollars worth of American goods were either left in the 
warehouses to be disposed of at reduced prices or re- 
turned to the United States. The writing down of 
invoiced prices on account of depreciation of foreign 
currencies was not confined to Latin America but was 
certainly much more marked in the trade with those 
countries than elsewhere. What correction should be 
made for this factor in our total exports and imports 
will be considered presently. 

In the trade with Asia the most important change was 
the substantial increase of our adverse balances with the 
Dutch East Indies and the Straits Settlements owing to 
increased imports. As a result, though the adverse 
balances with Japan and China were reduced slightly, 
the unfavorable balance with Asia as a whole increased 
from $340,000,000 in 1919 to $512,000,000 in 1920. 
With Japan both exports and imports increased slightly, 
Japan ranking fifth (next after Cuba) in our export 
trade and fourth in the import trade. 

Some further light is thrown upon the geographical 
distribution of our foreign trade by the following table, 
which gives the percentage distribution of exports and 
imports by continents for eight years covering the 
period 1900-20. In the exports the outstanding fact has 
been the decline in the proportion of exports sent to 
Europe and the growth of exports to the non-European 
world. This clearly marked tendency is one of the most 
important factors to be reckoned with in considering 
plans and policies for foreign trade financing. From 
three-fourths of the whole in 1900, exports to Europe 
had fallen by 1913 to three-fifths. The early years of 
the war brought a sudden large increase in the exports 
to Europe, but by 191 8 the percentage of the total was 
not much larger than before the war. The slight in- 
crease in the first year after the armistice was not, as 
we have seen, due to any expansion in the exports to 
the former belligerent nations but to the abnormal 
purchases of the European neutrals. The pronounced 
decline in 1920, reducing the European exports to but 
little more than one-half of the total, is particularly 
significant. The proportion of our goods sent to Europe 
last year was not merely less than that in the immediate 
pre-war period; it was probably the lowest percentage 
in the history of our foreign trade. It points clearly 
toward what would appear to be the logical conclusion 
from our new international creditor position, namely, 
that the great debt piled up by Europe in this country 
in the last six years will serve to hasten the process of 
declining exports to Europe, already so apparent in the 
pre-war period. Any program of trade financing that 

20 For a detailed account of Argentine conditions see John H. Williams, 
"Argentine Exchange and Trade since the Armistice" The Review of 
Economic Statistics, March, 1921. 
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Percentage Distribution of United States Foreign Trade, by Continents 1900-20 





Exports 


Imports 


Continents 


1 goo 


1905 


1910 


1913 


191 5 


1018 


1919 


I02O 


1900 


1905 


1910 


1913 


1915 


1918 


1919 


I920 


Europe 

North America 
Asia 


74.8 

4-7 
2.8 

3-i 
1.4 


67.2 
17.2 

8-5 
3-8 
2.2 
1.2 


65.1 
22.1 

3-5 
5-3 
2.9 
1.1 


60.0 
25.0 
4-7 
S-9 
3-2 
1.2 


71.2 

17.2 

3-6 
4.1 
2.8 
i-5 


62.7 
21.5 

7-4 
4.9 

2-5 

1.0 


65-5 

16.4 

8.9 

5-6 

2-5 

i-3 


54-3 
23-4 
9-3 
7-5 
3-4 
2.0 


Si-9 
iS-3 
16.S 
11. 1 
4.1 
i-3 


48.4 
20.3 
14-5 
I3-S 
2.2 
1.0 


51.8 
19.7 
12.4 
12.6 
2.4 
1.1 


49-3 
20.0 
15.2 
12.0 
2.1 
1.4 


36.6 
28.2 
14.8 
15-6 

3-2 

i-5 


10.S 
32.2 
28.1 
20.2 
6.2 
2.8 


19.2 
29.6 
26.7 
17.6 
4.0 
2.9 


23-3 
3I-S 
24-3 


South America. 
Africa 


14.4 

3-7 
2.8 



aims to provide a permanent financing mechanism to 
support an increasing European export trade will be 
operating in the face of clearly defined tendency. 

As for the export trade with non-European countries, 
the first effect of the war was to reduce its importance. 
But by 1918 the pre-war proportions had begun to be 
restored. Perhaps the most significant change was the 
pronounced growth of exports to Asia, which surpassed 
South America, as it has continued to do in the post-war 
period. In 1920 the exports to all parts of the non- 
European world increased at the expense of exports 
to Europe; North America regained its pre-war pro- 
portion, about one-fourth of the whole, and Asia and 
South America both reached new high marks. 

In the import trade no well-marked tendencies were 
apparent in the pre-war period. The percentage from 
Europe was perhaps diminishing very slightly, that from 
North America was clearly growing; and the propor- 
tions from Asia and South America were about station- 
ary. The war cut down to very low figures the imports 
from Europe, and greatly increased those from other 
continents. Since the armistice the swing has been in 
the direction of the pre-war alignment, the changes 
being particularly marked in 1920. The only instance 
in which the percentage changes of last year did not 
point toward the pre-war relationships was that of 
imports from North America, which, abnormally swollen 
by Cuban sugar, maintained their war-time level. The 
natural expectation is that in succeeding years imports 
from Europe will continue to increase relatively to im- 
ports from the non-European world, and that this 
expansion will be intensified by the heavy indebtedness 
of European countries to the United States, with its 
accompaniment of depreciated exchange. It is not 
improbable that for a time the proportion of imports 
from Europe may again equal, and possibly exceed, that 
of the pre-war period, but that so strong a recovery will 
be permanent is seriously to be doubted. As already 
pointed out, as we have been going over from the agri- 
cultural to the industrial stage as a nation, our imports 
have more and more taken the form of food products 
and raw materials. It seems inevitable that this move- 
ment will continue, probably even in the face of any 
special tariff barriers which may seek to prevent it; if 
so, it will mean the continuance of heavier imports from 
the non-European world than were usual in pre-war 
years. 



Our Declining Balance of Trade 

Of particular importance in an annual review of our 
balance of trade and credits is the study of the trend of 
trade during the year. The month to month variations 
have been given in the table on page 170. The following 
table of monthly average figures indicates the principal 
changes in summary form. For comparison a similar 
table is given in the accompanying footnote for the year 
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Monthly Averages of United States Foreign 


Trade * in 1920, for the 


Yearly, Half- 




Yearly, and Quarterly Periods 




{Units of $1,000,000) 






Monthly average for 


Total trade 


Exports 


Imports 


Balance 


The calendar year . . 


• 1,143 


695 


447 


+248 


The first half-year 




1,222 


722 


500 


+221 


The last half-year 




• 1,063 


669 


394 


+275 


The first quarter 




1,246 


747 


498 


+249 


" second " 




• i,i97 


695 


502 


+i93 


" third " 




• i,o93 


617 


477 


+140 


" last " 




• 1,033 


721 


312 


+409 



* Merchandise and silver. 

As already stated, the total trade in 1920 was the 
largest in our history. As the monthly averages for the 
quarterly periods indicate, the peak was reached in the 
first quarter of the year, since when it has appreciably 
declined. Especially interesting are the differences in 
the movement of exports and imports. The farthest 
point of expansion in value of exports was reached in the 
second quarter of 1919, when the monthly average was 
$771,000,000. This figure was reached after a steady 
upward movement from the first quarter of 1918, when 
the monthly average was $489,000,000. This move- 
ment was followed by a pronounced fall in the third 
quarter of 1919, and a partial recovery in the last quar- 
ter of the year. In the first quarter of 1920 the exports 
continued to increase, the monthly average of $747,- 

21 Monthly Averages of United States Foreign Trade * in 1919, 
for Yearly, Half-yearly, and Quarterly Periods 

(Units of $1,000,000) 



Monthly average for 


Total trade 


Exports 


Imports 


Balance 




.. 1,013 


680 


333 


+347 




• • • 976 


700 


276 


+425 


The last half-year . . 


. .. I,OSI 


660 


39° 


+270 




• • 875 


629 


246 


+383 






771 


306 


+466 


" third " 


. . • 984 


615 


369 


+246 


" last 




706 


411 


+294 


• 


Merchandise and silver. 







i8o 



THE REVIEW OF ECONOMIC STATISTICS — SUPPLEMENT 



000,000 exceeding that of any other quarter in our his- 
tory except the spring of 19 19; then came another turn 
downward through the second and third quarters of the 
year. 

But in the last quarter of 1920, considerably to the 
surprise of most observers, exports again turned upward, 
and closed the year with figures as high as those of the 
first quarter. Though our exports in the last quarter of 
the year, and the first quarter of the new year, usually 
show an increase because of the harvest export^, the 
extraordinary increase of last autumn, which gave 
exports averaging $104,000,000 a month more than 
those of the summer quarter and considerably in excess 
of the exports of the 1919 harvest season, is indeed very 
difficult to explain. One is tempted to record it as one 
of the inexplicable vagaries of trade. It is true that ac- 
cording to the orthodox theory of international trade 
a fall of prices such as that last year would eventually 
encourage exports and discourage imports, by improv- 
ing the plane of international price competition for the 
former and making it more difficult for the latter. It is 
not improbable that the decline of prices assisted the 
heavy exportation of wheat last fall, and possibly that 
of steel. But in general, the fall of prices, which as has 
been said was more severe for exports than for domestic 
goods, and amounted to 45 per cent between April and 
December, might have been expected to depress ex- 
ports, at least temporarily, in two ways — by reducing 
total value of exports even though the physical volume 
exported had remained unchanged or had increased, 
and by causing the withholding of some goods from the 
foreign market as the result of falling prices abroad. 
These, as we have seen, were precisely the effects of 
falling prices of exportable products in Argentina and 
other Latin American countries. Added to these 
factors would be the fact that the decline of foreign 
currencies, partly as a result of price declines and the 
consequent diminution of exports experienced in Latin 
America and elsewhere, brought pressure upon foreign 
importers to refuse our goods, or accept them only at 
substantial price reductions. It is generally agreed 
among bankers, merchants, and other observers with 
whom I have consulted that our official trade statistics 
for the last half, and particularly the last quarter, of the 
year represent a considerable overstatement of the true 
value of our exports, and that a correction should be 
made of the total reported for exports (and to a less 
extent of the total reported for imports) to provide for 
the writing down of invoiced prices, a practice which 
was so general as to be almost universal in the latter 
part of the year. In other words, a great many ship- 
ments, especially on the export side, were paid for at 
very much lower prices than those given in the export 
declarations, which formed the basis of the Department 
of Commerce reports. Several observers have informed 
me that the adjustment of invoice prices on exports 
during the last quarter of 1920 might easily amount to 
more than $250,000,000. Allowing for the fact that 



imports were to some extent similarly affected, it would 
probably be conservative to write down the recorded 
value of exports for the year by a net amount of $200,- 
000,000. 

Another circumstance affecting the export statistics 
is the fact that the recorded figures are customarily at 
least four weeks late. That would mean, for example, 
that the large export figures recorded for October ($751 ,- 
000,000) belonged of right mainly to September, and 
that the first important decline in exports this winter, 
which is given as of January 1921 ($654,000,000) per- 
tained really to December. A correction for this factor 
would also somewhat reduce the unusually heavy ex- 
ports recorded for the final quarter of the year. Inas- 
much, however, as it is not possible to arrive at any 
definite statement of what correction should be made to 
allow for errors of the sort mentioned, I prefer to use the 
official figures without change in the statement of our 
1920 balance of payments, 22 and then to indicate sepa- 
rately the probable corrections which should be made 
in the balance to allow for defects of this character. 

Up to last fall, the most striking feature of post-war 
trade was the strong upward movement of the imports. 
In 1918 imports were less in the last half of the year than 
in the first half; whereas exports were larger in the 
second half year than in the first. In 1919 the situation 
was precisely the reverse. While the average monthly 
exports showed a distinct decline in the second half of 
the year, imports underwent a very large increase. This 
movement continued in the first half of 1920. In this 
swing upward over a period of a year and a half, monthly 
average imports increased from $246,000,000 in the first 
quarter of 1919 to $502,000,000 in the second quarter of 
1920, more than doubling. The effect was seen in the 
monthly averages of the balance of trade. From an 
average monthly excess of exports of $466,000,000 in the 
second quarter of 1919, the balance fell to $193,000,000 
in the second quarter of 1920. In the third quarter 
imports diminished slightly but exports declined still 
more, and the result was the smallest monthly average 
balance since 1915, amounting to but $140,000,000. 
The low point was reached in August, when the excess of 
exports fell to $65,000,000. 

The depression of business which accompanied the 
decline of prices, however, produced its logical result in 
September, when imports fell to $370,000,000, the first 
important break in our price inflated foreign trade since 
the expansion began in the early years of the war. The 
fall in value was 32 per cent from the imports of August 
and 26 per cent from the monthly average imports of 
the first half of the year. In the final quarter of the 
year imports continued to diminish. Meanwhile, as has 
been said, exports, which had been decreasing, suddenly 
jumped upward, the shipments of wheat and steel in 
the late months of the year being particularly heavy. 

The result of this sudden reversal of direction in both 
exports and imports which began in September was to 
interrupt the decline of the trade balance and to bring 



22 See below, p. 199. 
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back the huge surpluses of exports which had charac- diet it flatly, the general result toward which the trade 

terized our war-time trade, and particularly that of balance has been tending in 1920 and the present year 

1919. In September the balance shot up from $65,000,- has been that indicated by the great change which the 
000 to $242,000,000, in October it was $418,000,000, and war produced in our balance of international payments, 
in December it reached $456,000,000, the largest How soon our new international position may be ex- 
monthly balance since June 1919, and the third largest pected to result in an overturn of the trade balance is a 
in our history. For the last quarter, the average problem reserved for consideration in the final section 
monthly balance exceeded that of the third quarter by of this paper. 

$269,000,000 or 162 per cent, and it exceeded the aver- 
age for the year by $161,000,000 or 65 per cent. This ■**• (j0:LD 
surprising reversal, however, was but temporary, and The decline of the trade balance in 1920 was further 
was due to the failure of exports to experience as emphasized by the movement of gold. For the first 
promptly as imports the depressing effects of falling time since the armistice our huge trade balances have 
prices. It is to be discounted also because of the over- had their normal result; gold imports have exceeded 
valuation of exports in the official statistics and the fact exports. In 1919, in spite of the largest favorable trade 
that the official figures really relate to periods at least balance ever seen in any country, the United States 
four weeks earlier than those for which they are given, experienced a loss of gold, this apparent anomaly being 

That the sudden growth of the balance last fall was due to the fact that gold was flowing out to settle our 
temporary is shown by the trade figures of the first adverse trade balances with the neutral countries, while 
three months of the present year. Exports began to fall the flow of gold from Europe to the United States was 
off again in January. In February there was strikingly prevented by the European gold embargoes. Last year 
shown for the first time the effect of the fall in export this flow of gold from Europe began, becoming heavy 
prices. Exports fell to $489,000,000, $166,000,000 in the latter part of the year; and in the present year it 
below January and $232,000,000 below December. This has been still heavier. Besides a large increase in gold 
was the smallest figure for exports since June 1918. In imports from Great Britain, which started with minor 
March exports again fell violently to $384,000,000, or quantities in 1919, we have had for the first time since 
$105,000,000 below February. The March exports were early in the war imports of gold from France. This is 
the lowest in value since January 1916. Imports, mean- one of the important developments of the past year in 
while, have been gradually recovering, the increase from Europe which indicate that, in spite of the many tangled 
the low point in January ($209,000,000) to March and disturbing circumstances still apparent there, condi- 
($252,000,000) being $41,000,000. Though still far ditions of international trade have been working toward 
below the inflated figures of 1920 and most of 1919, the their logical result. Its significant bearing upon our 
March imports exceeded in value those of any month problems of financing the trade balance will be con- 
prior to March 1919. sidered later. 

The result of this last reversal in exports and imports The gold movement as shown by the official statistics 

has been a resumption of the decline in the trade bal- is given below by months and by quarters for the year 

ance. The monthly average for the first quarter of 192 1 1920 compared with 1919. A table is also given to show 

was $284,000,000, or $125,000,000 less than the monthly the distribution by principal countries. Though the 

average of the last quarter of 1920. By March the figures for both years are subject to important correc- 

balance had fallen to $132,000,000, which is $8,000,000 tions, they indicate roughly the chief changes of direc- 

less than the monthly average of the third quarter of tion. In 1920 there was a moderate decline of exports 

1920, when the average balance was the lowest since and an important increase in imports, resulting in an 

1915. overturn of the gold balance. For the first quarter of 

TT „ _ ,, „ the year the net flow was outward, but beginning in 

United States Balance of Merchandise Trade in j 7 . ■, 

the First Quarter of 1921 April imports exceeded exports m most months; m the 

, TT ., , a, N final quarter the inward movement became heavy. For 

{Units of $1,000,000) £ . / 

two bimonthly periods, Julv-August and September-. 

Total trade Exports Imports Balance J r ' *" ' ° r 

January 864 655 209 +446 October, it is probable that a corrected statement would 

February 704 489 215 +274 show a reversal of the direction, and certainly a great 

March 636 384 252 +132 change in the amounts, of the gold balances. 

Totals 2,204 1,528 676 +852 At the foot of the tables are given the corrections to 

Monthly averages 735 509 225 +284 which reference has been made and the corrected totals 

in 1919 and 1920. Though most of the facts are doubt- 
In concluding this survey of the merchandise trade, it less well known, the corrections are so large as to war- 
may therefore be pointed out that while the short-time rant more detailed explanation. The principal change, 
fluctuations since the armistice have been extraordi- affecting the figures for both years, is that for the 
narily abrupt and violent, and at times have appeared to Reichsbank gold. In 1919 the United States Grain 
exceed logical expectation, and at other times as in the Corporation sold foodstuffs to the German government 
case of the great increase in exports last fall to contra- for about 730,000,000 marks in gold, equivalent to 
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Gold Balance of the United States in 1920 compared with 1919, by Quarters and Months 

{Unit: $1,000,000) 



Period 



I919 



Exports 



Imports 



Excess oe 



Exports 



Imports 



1920 



Exports 



Imports 



Excess of 



Exports 



Imports 



First quarter 

Second " 

Third " 

Fourth " 

January 

February 

March 

April 

May 

June 

July • 

August 

September 

October 

November 

December 

Totals 

Gold received from Reichsbank: 

In Bank of England 

Sold in London 

Transferred to New York 

Argentine credit fund released here 
in lieu of gold shipments to New 

York 

Corrected Totals 



10.3 

86.7 

128.9 

142.3 

3-4 

3-i 

3-8 

1.8 

2.0 

83-0 

54-7 

45- 2 

29.1 

44.0 

5*-9 

46.3 



16.5 

33-9 

5-8 

20.3 

2.1 

3-9 
10.5 

6.7 

1.1 
26.1 

1.8 

2-5 

i-5 

5-o 

2.4 

12.9 



6.2 



52.8 
123. 1 
122.0 

i-3 



•9 
56.8 
52.8 
42.7 
27.6 
39-2 
49-5 
33-3 



6.7 
4.9 



368.2 



76-5 



291.7 



137-7 
57-5 
64.0 
62.9 

47.8 
42.9 
47.0 
44.6 

7.6 

5-3 
21.9 
25.0 
17.1 

25-9 
19.9 
17.1 



33-5 
91.0 

74-3 
230.0 

12.0 

4-5 
17.0 

48.5 
15-7 
26.8 
19.8 
15-4 
39-i 
116.8 

56.9 
S6-3 



322.1 



428.7 



104.3 



35-8 
38-4 
30.1 



2.1 
9.6 



33-5 

10.3 

167.0 



3-9 

8.2 
21.4 



22.0 
90.8 

37-o 
39-2 



106.6 



173-4 



42.1 



19.6 



-111.5 



74-9 



410.3 



249.9 



160.4 



341-7 



392.1 



S°-4 



$173,400,000. This gold was purchased from the Grain 
Corporation by the Federal Reserve Bank of New York, 
acting for all the reserve banks, and was forwarded by 
the Reichsbank to the Bank of England; by the latter 
it was reduced to bars and held earmarked for the 
account of the reserve banks. When the gold reached 
London in the fall of 1919 it was included in the re- 
serves of the federal reserve banks. It should therefore 
be counted as an import in 1919, raising the total im- 
ports for the year from $76,500,000 to $249,900,000. 
But before the end of 1919 $42,100,000 of this gold was 
sold to foreign interests or to bankers desiring to ship 
gold from New York to various parts of the world. 
This amount should therefore be added to our exports 
in 1919, raising the total from $368,200,000, as recorded, 
to $410,300,000. The true excess of gold exports in 1919 
was thus $160,400,000, rather than $291,700,000. 

In 1920 further amounts of this ear-marked gold, 
totaling $19,600,000, were similarly disposed of; when 
added to the recorded exports they raise the total to 
$341,700,000. As these sales had practically ceased by 
midsummer, it was decided to bring the remainder of 
the gold to New York. These shipments, which were 
undertaken by the Bank of England, occurred between 
September 22 and November 12, the total amount 
transferred being $111,458,000. This amount, which 



figures in our official imports of gold from Great Britain 
in 1920 and helps to account for the remarkable total 
shown of about $275,000,000 from that one country, 
belongs to the imports of 1919; when removed from 
the 1920 figures it reduces our gold imports from $428,- 
700,000 to $317,200,000. On this basis, the excess of 
gold imports of $106,600,000 shown by the official 
record for 1920 would disappear, and be replaced by 
an excess of gold exports of $24,500,000. 

But this balance is subject to another correction, 
proceeding from our relations with Argentina. It will 
be recalled that in January 1918 the Argentine govern- 
ment granted to the United States a credit 23 of up to 
100,000,000 gold pesos (the gold peso = $.965 at par) 
to stabilize exchange and prevent further depreciation 
of the dollar, which had reached a discount of about 10 
per cent. Upon the lifting of our gold embargo in June 
1919 gold flowed out to cover the adverse trade balance 
with Argentina. Toward the end of the year the move- 
ment became especially heavy, the amount exported to 
that one country between October and the following 
June being $114,000,000. These gold shipments from 

23 For detailed accounts of the credit arrangement and its repayment see 
John H. Williams, "Argentine Foreign Exchange and Trade since the Armis- 
tice," The Review of Economic Statistics, March, 1921, pp. soft.; and 
"Latin American Foreign Exchange and International Balances during the 
War," Quarterly Journal of Economics, May, 1919, pp. 422 ff. 
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Gold Balance of the United States in 1920 compared with 1919 by Principal Countries 

(Unit: $1,000,000) 





Exports 


Imports 


Balance * 


Countries 


ioio 


1020 


ioio 


I$)20 


1010 


1020 


United Kingdom 


2.1 

4.2 

29.8 


.1 





4.1 
O 



275.0 

48.7 



— 2. 
+ 4-2 
+ 29.8 


-274-9 

- 48.7 




France 


Spain 






Total 


36.I 

5-7 

10.4 

4.6 


.1 

5-6 
18.2 



4.1 

44-5 
4-5 
3-5 


323-7 

34-2 
4-9 
4-3 


+ 3 2 -0 
- 38-8 

+ S-9 
+ i-i 


-323-6 
- 28.6 


Canada 


Mexico 


+ i3-3 
- 4-3 


Central America 




Total 


20.7 

56.6 

9-2 

3-4 

5-3 
12. 1 


23.8 

90.0 

12.9 

3-7 

•7 

.2 


52-5 

.1 


.8 
.6 
•4 


43-2 

i-7 



1.4 

9-S 
-6 


- 31-8 

+ 56-5 
+ 9-2 
+ 2.6 

+ 4.7 

+ 11.7 


— 19.6 

+ 88.3 
+ 12.9 

+ 2.3 

- 8,8 


Argentina 




Peru 


Colombia 


Venezuela 


- -4 




Total 


86.6 

94.1 

39-i 
40.1 

34-3 
7-4 
4.2 


io7-5 

101.3 
28.3 

3i-5 
6.8 

12. 1 
6.7 


1.9 





10.0 



3-9 




13.2 





30.2 



3-o 



+ 84.7 

+ 94.1 

+ 39-i 
+ 3P- 1 
+ 34-3 
+ 3-5 

+ 4-2 


+ 94-3 

+101.3 

+ 28.3 

+ i-3 
+ 6.8 


Tapan 


China 


Hongkong 


British India 


Dutch East Indies 


+ 9-i 
+ 6.7 


Straits Settlements 




Total 


219.2 
5-6 


186.7 
4.0 


13-9 
4.1 


33-2 
iS-4 


+205.3 
+ i-5 


+153-5 
— 11,2 


All other 






Total 


368.2 


322.1 


76.S 


428.7 


+291.7. 


— 106.6 






Gold received from Reichsbank: 

In bank of England 

Sold in London 


42.1 


19.6 


173-4 


-111.5 
74-9 






Transferred to New York 




Argentine credit fund released here in lieu of 
gold shipments to New York 








Corrected Totals 


410.3 


341-7 


249.9 


392.1 


+ 160.4 


- 5«>-4 





+ signifies excess of exports; — signifies excess of imports. 



New York to Buenos Aires did not, however, as has 
sometimes been stated, represent the repayment of the 
$100,000,000 credit fund of 1918. On January 1, 1920 
the Federal Reserve Bank of New York was still hold- 
ing $74,873,647 on deposit for the Banco de la Nacion, 
and on June 1, 1920 the amount was still $67,054,009. 
The bulk of the credit fund was paid off during the 
summer of 1920, and in this period there were no gold 
shipments to Argentina. On the contrary, in conse- 
quence of the fall of prices of Argentine wool, hides, and 
other products, the trade balance was changing ad- 
versely to Argentina and the exchange situation was 
such as would call for gold shipments from Argentina to 
the United States. The Argentine government there- 



fore ordered the release of its deposits in the Federal 
Reserve Bank of New York to American importers, the 
credit fund thus serving in lieu of gold shipments from 
Buenos Aires to New York. By October the fund was 
exhausted. Export prices were still falling heavily in 
Argentina and the trade balance was becoming more 
adverse, but the Argentine government refused to per- 
mit gold shipments; 24 hence the fall of the peso to a 
discount of about 22 per cent in the second week of 
November, since when it has remained decidedly weak. 
It is clear, then, that the Argentine credit fund of about 
$74,900,000 should be counted as an addition to our 

24 Though the proportion of gold guarantee to paper money in circulation 
on October 31 was 78.5 per cent. 
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imports of gold in 1920, making the true total $392,- fact that our largest adverse trade balance was that 

100,000. The corrected excess of imports of gold over with Cuba. From some points of view our trade with 

exports last year was thus $50,400,000. Cuba possesses more of the characteristics of domestic 

The principal changes in the geographical distribution trade than of international trade. The two moneys pass 
of gold have already been indicated. The outstanding current in the island side by side without any restric- 
change was the beginning on a substantial scale of gold tion or discrimination. The capital employed in sugar, 
imports from Great Britain and France. As just indi- tobacco, and other industries is in large part that of 
cated, the true imports from Great Britain were not American concerns, many of which are domiciled in the 
$275,000,000 as officially recorded, but about $163,000,- United States and operate through United States banks. 
000. Even this figure greatly exaggerates the actual So close are the monetary and financial relationships 
outflow from Bank of England reserves. A great part that the payments between the countries more closely 
of it has represented merely an exchange operation, the resemble those characteristic of domestic exchange than 
result of our ability to outbid others in the London gold those of foreign exchange. It is not surprising there- 
auction rooms owing to the greater depreciation of fore to find that the only important export of currency 
sterling here than elsewhere. Imports of gold from this to Cuba in 1920 was in federal reserve notes. According 
source are without special significance so far as our trade to the Federal Reserve Bulletin of November 1920 26 the 
relations with Great Britain are concerned; and the shipments of reserve notes to Cuba from the first of the 
fact that the auction of new gold proceeding from the year amounted to $103,000,000. It is probable that 
mines takes place in London confuses and renders other shipments occurred subsequently. In addition, 
difficult the determination of the actual flow of bank re- there is every year some movement of federal reserve 
serves between the two countries. But though the out- notes and other American paper currency between the 
flow of gold from the Bank of England to this country United States and neighboring countries, particularly 
in 1920 was small, such an outflow undoubtedly did some portions of the Central American states, some of 
occur, and it has continued in 1921. Taken with the the northern parts of South America, and some of the 
outflow from France, it is one of the most significant West Indies, where United States currency of all sorts 
indications yet apparent that the international trade circulates with more or less freedom. The writer has 
situation of the Allied nations is steadily improving. also been informed that federal reserve notes have even 

The movement of gold between the United States and found their way to Czecho-Slovakia and other of the 
the non-European world in 1920 underwent no funda- new European countries, where they have been used to 
mental change; as in 1919, exports to Latin America some extent in lieu of gold. Nothing could better indi- 
and Asia continued to exceed imports by large figures, cate the high respect in which the dollar has been held 
and imports from Canada to exceed exports. But with amid the general debasement and confusion of cur- 
prices falling during the last half of the year in the raw rency which the war has brought upon the world, 
materials markets, trade balances changing adversely At what figure the export of federal reserve notes 
to many non-European countries for the first time since should be counted as a credit item in our balance of in- 
early in the war, and the dollar, which had been at a dis- ternational payments in 1920 is problematical. Except 
count in many neutral countries, rising to a premium for those just given, no figures are available. Nor are 
last year virtually throughout the world, it is apparent there figures for reimports. In normal times, except 
that the heavy drain of gold to the neutrals which set perhaps in the neighboring countries referred to, where 
in upon the lifting of our gold embargo in 1919 has about they have acquired some degree of permanent currency, 
run its course. As has been shown, the outgo in the American bank notes or representative money, as con- 
second half of the year was much less than in the first trasted with the standard, are not finally exportable, 
half, and only the exports to Japan continued to be and if sent or carried out are sooner or later returned by 
considerable. 26 foreign dealers. It is doubtful, even under the recent 

It is worthy of note that the gold movement between abnormal circumstances, to what extent reserve notes 

this country and Cuba was so small as not to be sepa- can be counted as a final means of discharging an in- 

rately listed in the official statistics, and this despite the ternational balance. In the balance of payments given 

in this paper the export of reserve notes is set down as 

26 Of total gold exports in December of $17,058,000, $14,006,000 went to $ I0 3 )00 o,ooo, since that is the only definite figure of 

apan. age n'4- which the writer has knowledge. 27 

- The Federal Reserve Bank of New York has recently published statis- Summi ^ « ^ sibk » balance f trade hi I 9 20, 

tics of exports and imports of United States paper currency of all sorts from ,J " X ° f 

January 1 to April 30, 1921, based on reports obtained from New York City we have the following: 
banks of shipments made and received directly by them. The imports 

amounted to $55,653,641, of which $35,121,251 was from Europe and (Units of $ 1, 000,000) 

$12,257,770 from Cuba and other West Indies; the exports totaled $11,176- K " " '' v 

668, of which $9,684,500 was to Cuba. In addition, the Reserve Bank itself , ^p * 5 Im P orts Balance 

transferred $22,500,082 to the Federal Reserve Bank of Atlanta for shipment Merchandise 8,229 5,279 +2,950 

to Cuba in the form of federal reserve notes for the account of New York Silver 114 88 + 26 

City banks. In the four months there was thus an excess of imports amount- Gold 342 392 — 50 

ing to $21,976,891. See Monthly Review of Credit and Business Conditions, Federal reserve notes 103 + 103 

Federal Reserve Agent, Federal Reserve Bank, New York, June 1, 1921, - - - 

p. 2 . Totals 8,788 5,759 +3,029 
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The combined exports of merchandise, silver, gold, and 
federal reserve notes exceeded the combined imports by 
$3,029,000,000. Against this large credit balance is to 
be placed the balance of the invisible items. 



II. 



THE BALANCE OF "INVISIBLE" 
ITEMS 



In the following statement of the remaining items of 
the balance of payments no pretense is made to com- 
pleteness or preciseness. As is known to all, the data on 
many items are meager and indefinite; by the nature of 
the case any balance given must be regarded as an ap- 
proximation. An effort has been made to run down as 
many items subject to record as possible, and, when 
estimates must be given, to find as adequate a basis for 
the estimate as possible in the time available, by first 
hand investigation and by consultation with those best 
qualified to render opinion. The most that is hoped is 
that thereby our knowledge of an important and diffi- 
cult problem may be somewhat increased. In particu- 
lar, it appears possible to indicate whether the balance 
of "unfunded credits" which has resulted from the 
succession of one-sided balances of trade is very large 
or more moderate than has sometimes been stated. 

During the war the large export balances were settled 
chiefly by the export of American capital in the three 
forms of American and other securities returned from 
Europe, foreign bonds issued in this country, and gov- 
ernment advances of credits to the Allied governments. 
After our entry into the war the last was easily the pre- 
dominant item • on the debit side of our balance. This 
was also the case in 1919. Though the government 
virtually withdrew from export financing in June 1919, 
the subsequent advances being mainly cash furnished 
under credits previously granted, the total of govern- 
ment advances and payments of various sorts in 1919 
amounted to $2,648,000,000. This figure alone covers 
the phenomenal trade balance of the first half of 1919 
($2,448,000,000). It therefore seems fairly clear that 
the growth of the short-time uncovered credits occurred 
after the withdrawal of the government from export 
financing. In our study last year we estimated that the 
unfunded debt of the world to the United States ac- 
crued in 1919 was about $1,300,000,000. Much larger 
it could hardly have been, for the trade balance of the 
second half-year was but $1,569,000,000. Further study 
has led me to think that the unfunded balance at the 
end of 1919 was smaller than the figure mentioned; and 
the reason for this view will be given later. There is no 
doubt that in 1920 the volume of bankers' credits financ- 
ing the export balance increased; to ascertain their 
amount is the chief purpose of the analysis which 
follows. 

A. Capital and Interest 

j. Government Credit Advances and other 
Government Items 
In 1920 the international expenditures and receipts of 
the government played a minor part in our balance of 



payments; but still a larger part than has commonly 
been stated. The following table enumerates the 
various items; though some do not belong to the capital 
and interest account, all are given in order to get the 
balance on the total of government receipts from and 
remittances to foreign countries. The table shows 
receipts of $57,400,000 against a total of expenditures 

United States Government International Receipts 
and Remittances in 1920 * 

(Units of $1,000,000) 



10 



Items 



Repayments of principal of U. S. govern- 
ment credit advances to foreign govern- 
ments 

Interest payments on U. S. government 
credit advances 

Interest payments on obligations of foreign 
governments representing their purchases 
of U. S. surplus war supplies 

Funds received from Germany toward cost 
of army of occupation, under armistice 
agreement 



Cash advanced under U. S. government 
direct credit advances to foreign govern- 
ments 

U. S. government purchases of foreign cur- 
rencies to cover expenditures in Europe 

U. S. government payments to Great 
Britain for transportation of American 
troops 

Cost of Army of Occupation in Germany and 
of American section of the Interallied 
Rhineland High Commission 

Repayment of Spanish peseta credit granted 
to U. S. government in August 1918 

Credits granted by U. S. Grain Corporation 

Net credits granted by U. S. War Finance 
Corporation 

American Relief Administration food drafts, 
supplies, and other remittances 

Red Cross cash remittances and supplies. . . 

Totals 

Net debit balance on government items 



Credit 



47.2 

3-5 
2.7 

4.0 



57-4 



Debit 



137-8 
46.1 



27.7 

6-5 
57-° 

39-° 

26.7 
1 1.6 



362.4 
3°S-o 



* The following is a list of the sources of the data given in the table: 
Credits — Items 1,2,3, Mr. Nicholas Kelley, formerly Assistant Secretary of 
the Treasury, in charge of foreign loans; item 4, Foreign Claims Section, War 
Department Claims Board. Debits — Items 1, 2, 5, Mr. Nicholas Kelley; 
items 3 (for further details, see below, p. 186, n.), 4 (see below, p. 187, n.), For- 
eign Claims Section, War Department Claims Board; item 6, Report of the 
Secretary of the Treasury, 1920, p. 96; item 7, Report of the Secretary of the 
Treasury, 1920, pp. 153, 517-520 (total credits granted in 1920 by the War 
Finance Corporation to finance exports were $43,493,000, but of these $4,- 
500,000 matured December 15, 1920); item 10, Comptroller of American 
National Red Cross (for detailed statement see below, p. 187, n.). Item 8, 
American Relief Administration — a letter of R. H. Sawtelle, Assistant 
Treasurer, dated April 16, 1921, states that the c. i. f. value of A. R. A. 
Food Draft supplies purchased in 1920 was $6,789,052, the c. i. f. value of 
A. R. A. European Children's Fund supplies purchased in America in 1920 
was $15,723,268, and funds transferred to the London office to pay for com- 
modities purchased in Europe and to cover European operating and handling 
expenses were $4,200,000. These funds were derived chiefly from charitable 
sources; except for food drafts, the figures are stated to be approximate, 
pending the final audit of the books for both New York and European Relief 
operations. 
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of $362,400,000, giving a debit balance on the govern- vice versa. Some of these were settled by payments 3 

ment items in 1920 of $305,000,000. by the United States, which are not included in the 

In preparing this statement care has been taken to table because they did not involve remittances from 

include only items which would represent actual remit- this side; to some extent they would serve as an offset 

tances. The principal items excluded are unpaid ac- to the cash sales of supplies. Other mutual claims, 

crued interest on Allied government obligations, which though agreed upon as to amount, have not yet been 

increased (to November 15, 1920) to $7oo,495,ooo, 1 and cleared. The chief is the "General Settlement" 4 be- 

the sales of government supplies abroad. Sales of War tween France and the War Department, dated Novem- 

Department property in Europe, which were made in ber 25, 1919, whereby the United States acknowledges 

1919 by the United States Liquidation Commission, claims amounting to 1,488,619,028 francs and France 

aggregated $822,923,ooo, 2 of which $1 13,668,000 was to allows claims of $177,149,867. It is probable that these 

private firms or individuals and the remainder to gov- claims will about offset each other, the precise result 

ernments. Inpayment, $108,570,597 was taken in cash, depending upon the rate of exchange at which the 

$564,233,303 in government bonds from France, Bel- claims are payable, as to which no agreement has been 

gium, and eight countries of Central Europe and the reached. 5 

Near East, and the remainder in short-time credits. Perhaps the most interesting items in the table of 

The bonds were turned over to the Treasury as custo- government expenditures and receipts are those relating 

dian. In addition it is understood that the War Depart- to the Army of Occupation. According to the armistice 

ment still holds some obligations of foreign governments agreement, confirmed by Article 249 of the Treaty of 

for supplies sold here and abroad. The supplies sold Versailles, Germany is obligated to pay the total cost of 

on credit would not affect our current balance except the occupation. By Article 235 of the treaty Germany 

as payments of interest or of principal were made, was to pay by May 1, 1921, 20,000,000,000 gold marks 

According to the information furnished me by the Treas- in such manner and kind as the Reparation Commission 

ury and the War Department Claims Board, no pay- might decide; and from this sum the expenses of the 

ments were received or made in 1920 except as indicated armies of occupation were first to be met, the remainder 

in the table. It is also doubtful if any portion of the to be reckoned towards the reparation payments. In 

sales for cash should be included in our balance, either practice, the expense of occupation has been borne by 

in 1919 or 1920. None of these payments are recorded each participating nation and reported by it periodically 

as covered into the Treasury. Besides making sales of to the Reparation Commission, which has then made 

supplies, the Liquidation Commission had to settle allotments to the several armies of such funds as had 

numerous claims arising from expenses or losses of been received from the German government. The total 

various sorts (including cancellation of war contracts) cost of the American Army of Occupation from Decem- 

incurred by the Allied nations for the United States and ber 18, 1918 to December 31, 1920 was $270,073,835, of 

which only $33,566,332 had been recovered from Ger- 

» Report of the Secretary of the Treasury, 19*0, p. 59- man „ In IQ2Q however, the total cost Was small Com- 

2 Report of the United States Liquidation Commission, 1920, pp. 40, 114- . , . 

ji 7 . $400,000,000 was for the "bulk sale" to France by the contract of pared with 1919, and the non-reimbursed portion was 

August 1, 1919, for which France paid in ten-year 5 per cent bonds. Ibid., $123,700,000, as against $2I2,8oO,000 in 1919. 6 EventU- 

PP '» oi'of the principal items was the payment to France, by the settlement aU 7> {t is t() be Supposed that the whole will be recovered. 

of October 1, 1919, of 434,985,390 francs for railroad transportation of Ameri- The two items which in previous years constituted the 

can troops in the period April 6, 1917-October 1, 1919- nid., pp. 66- 7 o. bu ]k of governmental outgoings — cash advanced under 

4 This does not include the contract for the sale of war supplies, the ,. .. . , . . "" . . , - 

transportation settlement, and a number of smaller items previously ar- direct credits to foreign governments, and purchases of 

ranged, ibid., pp. 72-74. foreign currencies to cover expenditures in Europe — 

» Thtfe were similar settlements with payments made or pending be- were gmaU ^ an( j nQW be regarded as 

tween the United States and Great Britain, Belgium, and Italy, the details J J _ ' J ° 

of which are not given because they did not enter into our balance in 1920. definitely concluded. The Cash advances last year Were 

So far as possible, settlement has been consummated by set-offs instead of by $t.3 7,818,000, compared with $1,758,000,000 in 1919, 

cash payment. The amounts involved in the various settlements of claims . , , , ... . , , , 

arranged by the Liquidation Commission were as follows: and the purchases of foreign currencies amounted to 

Settlements with France $748,392,005 $46,084,000 compared with $426,356,000 in 1919. 7 The 

" * Great Britain 112,996,912 total of cash advanced under the credits granted to the 

« " itaf Wm 2 >279.827 Allied governments since our entry into the war was 

" " individuals, associations, and $9,614,060,000 ; 8 deducting refunds and repayments of 

others 17.427,175 principal amounting to $i 19,541,000, the total at the 

TotaI • $893,716,093 end of I020 was $ 9;494)S I9)000 . To this is added $84,- 

m.,p& 2 Asmdicatedm^ of obligations rece ived by the Treasury for 

against the United States but the total of reciprocal clailns. The settlements *y _ ° J J # 

with Great Britain do not include payments for ocean transportation of our relief in 1919, and obligations of $565,299,000 received 

troops and war department cargo in British ships. For this service the War by t he Treasury from the War and Navy Departments 

Department paid to Great Britain $55,500,000 in 1919 and $10,000,000 in - , , , - , . , _,, , . . 

1920; the amount still to be paid is put at $32,577,859 by the War Depart- f™ the sale of surplus property abroad The total 

ment claims Board. Other claims, left unsettled by the Liquidation Com- European debt to the Treasury, on which interest and 

mission owing to the fact that the bills had not yet been presented, it was eventually principal must be paid, Was thus at least 

estimated, would amount to about £5,000,000 due Great Britain. Ibid., j sr sr c ? 

pp. 56 ff. $10,143,912,000 at the beginning of this year. These 
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payments, once they begin in volume, will exert a 
powerful influence on our trade balance by increasing 
the imports. 9 

The purchases of foreign currencies have had a close 
relation with the government credit advances to finance 
exports. Beginning in January 1918, currency needed 
by the United States in France, Great Britain, and Italy 
for our war expenditures in those countries was pro- 
vided by the respective foreign governments under an 
arrangement whereby the dollar equivalent of the 
amounts provided was made available to those govern- 
ments to meet their war expenditures in the United 
States. The needs of these governments for credit 
advances from the United States government were thus 
reduced by a corresponding amount. 

The total sum so furnished, stated in dollars, aggre- 
gated $1,490,557,111, of which $1,018,137,181 was in 
1918, $426,335,605 in 1919, and $46,084,225 in 1920. 10 
The very large purchases made in 191 8 have never, so 
far as I am aware, been taken into account in any state- 
ment of our balance of payments. It is obvious that 
they would represent a very substantial reduction of the 
estimates that have been given of our unfunded export 
balance. Of similar effect would be the expenditures of 
the American National Red Cross. From July 1, 1917 
to December 31, 1920 the total remittances by the Red 
Cross were $109,000,000 of cash and $112,217,000 of 
supplies. Of the total of $221,217,000," $51,544,000 12 



was for the use of American soldiers and sailors and 
$169,672,610 for other purposes. All but $11,715,000 of 
these remittances occurred prior to 1920, and have not 
been counted in my own previous balances or in others 
which I have seen. To what extent these and other 
items hitherto uncounted would modify our balance 
of payments will be considered more fully in a later 
section of this paper. 

2. Foreign Securities Issued and Matured 

In 1920, as in 19 19, the export of American capital in 
the form of foreign securities issued in this country was 
more than offset by the loans which matured and were 
paid off. Instead of a net outgo of capital in this form 
there was a small net inflow. The foreign government, 
provincial, and municipal bonds issued in the United 
States in 1920 are shown in the following table, fur- 
nished by J. P. Morgan and Company. It shows a total 
of $411,413,000; but of this amount the $100,000,000 
French loan represented a refunding of a part of the 
French half of the Anglo-French $500,000,000 loan 
which matured in October, so that the net investment 
was $311,413,000, as against a net investment of $387,- 
328,000 13 in this class of loans in 1919. To be added to 
this total are the foreign railroad, industrial, and public 
utility loans. The table on page 189 is compiled from 
detailed data furnished by the Guaranty Trust Com- 
pany of New York. It shows a total of $194,718,000. 



Resume of Cost of Army of Occupation December 1918 

to December 31, 1920* 

(Units of $1,000) 



Period 


Total 

charges for 

period 


Credits 
account 
armistice 

funds 
received 


Miscellane- 
ous credits 
account of 
government 
sales 


Balance 

due 
United 
States 


1918- 


19 Dec. 


18-Mar. 31 


$147,587 


$15,276 




$I3 2 ,3I2 




Apr. 


i-June 30 


69,245 


14,335 




54,91° 




July 


i-Sept. 30 


19,143 






19,143 




Oct. 


i-Dec. 31 


6,344 






6,344 


1920 


Jan. 


i-Mar. 31 


7,423 


i,397 


$2,671 


3,355 




Apr. 


i-June 30 


7,323 


1,047 




6,276 




July 




6,409 


688 




5,722 




Oct. 




6,383 


621 




5,762 




$269,857 


133,362 


$2,671 


$233,824 



Resume of Cost of American Section Interallied 
Rhineland High Commission 



Period 


Total 

charges for 
period 


Credits 
account 
exchange re- 
ceived from 
Germany 


Miscellane- 
ous credits 
account of 
government 

sales 


Balance 

due 
United 
States 


Apr. i-June 30 

July i-Sept. 30 

Oct. i-Dec. 31 


$49 
3i 

51 
43 
43 


$162 
43 




$13 




$217 


$204 




$13 




$270,074 


$33,566 


$2,670 


$233,831 



* Data furnished by Foreign Claims Section, War Department Claims Board, 
t Computed from original figures, stated in units of $1.00. 

7 These data are given in a letter of March 18, 1921 to the writer from 
Mr. Nicholas Kelley, formerly Assistant Secretary of the Treasury, in charge 
of foreign loans. 



8 Inclusive of $33,236,629 of "other charges" than cash advances. This 
figure is as of November 15, 1920, but no further advances were made in 1920. 
The Treasury estimated that to complete its commitments further advances 
of $21,070,000 to France and $28,900,000 to Greece would be necessary. AU 
balances of credits (from the total of $9,710,525,000) in excess of the amounts 
necessary to carry out the Treasury's commitments are to be withdrawn. 
Report of the Secretary of the Treasury, 1920, pp. 54, 55. 

9 See below, p. 209. 

10 Data furnished by Mr. Nicholas Kelley, and Report of the Secretary of 
the Treasury, 1920, pp. 67, 68. 

11 American National Red Cross Remittances of Cash and Ship- 
ments of Supplies from the United States to Europe for Red 
Cross Work in Europe from July i, 1917 to December 31, 1920 * 

(Units of $1,000) 





Remit- 
tances of 
cash 


Shipments 
of 

supplies 


Cash and 

supplies used 

for American 

soldiers and 

sailors 


Other cash 

and 

supplies 

remitted 

or shipped 


July 1, 1917 to Dec. 31, 1917 . 


$16,967 

67,574 
20,095 

4,363 


$13,611 

50,866 

40,388 

7,352 


$7,306' 
31,064 
13,086 

88 


$23,272 
87,376 
47,397 
11,627 










Grand total, July 1, 1917 
to Dec. 31, 1920 


$109,000 


$112,217 


$51,544 


$169,673 



* Data furnished by Eliot Wadsworth, Assistant Secretary of the Treasury, and W. C 
Lewis, Comptroller, American National Red Cross, Washington. 

12 The amounts of American funds remitted for the use of our forces 
abroad would not count as an item in our balance with foreign countries, any 
more than would expenditures for troops stationed at home. But purchases 
of foreign currencies by our government to cover expenditures for our troops 
abroad do count in the balance. 

13 Tables of foreign loans issued, and of those which matured, in 1919 
were^given in The Review of Economic Statistics, Supplement, April, 
1920, pp. 14-16. 
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Foreign Government, Provincial and Municipal Securities Issued in the United States in 1920 * 

(Units of $1,006) 



Rate 



Date of issue 
(1920) 



Date of maturity 



Amount of issue 



Government: 

Kingdom of Belgium 

Kingdom of Belgium 

Italy 

Poland 

Kingdom of Belgium 

Switzerland 

France 

Norway 

Denmark 

Canadian Provincial (estimated) . 

Municipal: 

Christiania 

Zurich 

Berne 

Bergen 

Canadian Municipals (estimated) 
Total 



6 
6 

61 
6 

7i 

8 
8 



Jan. 
Jan. 
Feb. 
April 
June 
July 
Sept. 15 
Oct. 1 
Oct. 15 



Oct. 1 
Oct. 15 
Nov. 1 
Nov. 1 



Jan. 

Jan. 

Feb. 

April 

June 

July 
Sept. 
Oct. 
Oct. 



1, 1921 
1, 1925 
1, 1925 
1, 1940 
1921-45 
1, 1940 

15, 1945 
1, 1940 

15, 1945 



Oct. 1, 1945 
Oct. 15, 1945 
Oct. 1, 1945 
Nov. 1, 1945 



¥6,400 
18,600 

50,000 
50,000 
25,000 
100,000 f 
20,000 
25,000 

74,420 1 

5,000 
6,000 
6,000 
4,000 
9,682 1 



411,413 



* Two Philippine loans, $16,000,000, are omitted. t Refunding. 

$ A detailed list of Canadian provincial and municipal loans furnished by the Guaranty Trust Company of New York aggregates $79,923,000. 



This is a notable increase over similar loans in 1919, 
which amounted to $48,300,000. The total of new 
foreign loans, governmental and corporate, in 1920 was 
thus $506,131,000, compared with $435,628,000 in 1919. 
Particularly worthy of note is the large portion of the 
whole going to Canada: $102,368,000, or more than 
half, of the corporate loans and $84,102,000, or over a 
fourth, of the government loans were Canadian. In 191 9 
all of the corporate loans issued here were Canadian; in 
1920 they were rather widely distributed, with Cana- 
dian, Cuban, and British issues making up most of the 
whole. 

Against the total of foreign bond investments of 
$506,131,000, there were maturing loans of $571,125,- 
000. The table which follows was supplied by J. P. 
Morgan and Company. I am advised by them, how- 

Foreign Government, Provincial, and Municipal Bonds 
Issued in the United States which Matured in 1920 

(Units of $1,000) 



Loan 


Maturity 
(1920) 


Amount 


France: Share of Anglo-French loan 

Great Britain: Share of Anglo-French 
loan 


Oct. 15 
Oct. 15 
Mar. 1 
May 15 
Dec. 


$250,000 

250,000 

5,000 

47,500 

130 

. *i8,495 


Switzerland: Five-year 5 per cent gold 
notes 


Argentine Republic: Five-year 6 per 
cent gold treasury bonds 


Panama: Secured Serial 5 per cent gold 
bonds 


Canadian provincial issues 




Total 




$S7i,i25 





* Estimated. 



ever, that the repayment of private loans, inclusive of 
all items, probably exceeded the figures stated in their 
table by about $100,000,000. On the other hand, de- 
duction of $100,000,000 must be made from the French 
figure given in the table to allow for the refunding loan 
mentioned above, so that the amount stated is approxi- 
mately correct. 14 In other words, the balance on the 
foreign bond issues account for 1920 shows that there 
was a net inward movement of capital amounting to 
$64,994,ooo. 16 

3. Other Investments 

For American capital sent abroad in other forms it is 
possible to give only estimates. In an effort to get 
further light on the volume of American and other secu- 
rities sold to this side and on European internal se- 
curities purchased in this country since the armistice, 
besides consulting with many bankers and others I 

14 Some authorities have raised the question whether these matured bond 
issues have in fact been fully paid off in every case. The most important 
item was the Anglo-French loan, which fell due October 15, 1920. As stated 
above, the French half was met in part by a new loan of $100,000,000, leaving 
$460,000,000 payable. The Federal Reserve Bulletin for November, 1920 (p. 
1159) questions whether this sum was paid off by the accumulation of dollar 
balances through purchase of exchange, or was met by the sale of foreign 
securities in this market. It states that when analyzed the operation ap- 
pears "to have amounted largely to a mere shifting of credits," the French 
and British governments paying off the loan with foreign-held American 
securities. The importance of this statement does not need explaining. To 
the extent that maturing loans have been paid off with funds realized in this 
manner, they represent not an offset to new bond issues in this market but an 
addition to them. To take only the Anglo-French loan, it would mean that 
the current estimates of bankers' credits to finance exports would be reduced, 
from this source alone, by $800,000,000; the net export of capital and interest 
from the United States in 1920, instead of being $690,000,000 as indicated 
below in the table on p. 193, would be $1,490,000,000. In the absence, how- 
ever, of definite data in support of the view that maturing loans were so paid 
off, we must continue to count maturing bond issues as European payments 
in our balance. 

16 In 1919 matured loans amounted to $515,053,000, exceeding new issues 
by $79,425,000. 
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Foreign Railroad, Industrial, and Public Utility Securities issued in the United States in 1920 

{Units of $1,000) 



Name of issue 



Rate 



Date of issue 
(1920)* 



Date of maturity 



Date offered in U.S. 
(1920) 



Amounts issued 
in U.S. 



Railroad loans, total 

Canada: 

Canadian Northern Ry. : 

Equipment Trust Series D 

3-yr. gold notes 

5-yr. gold notes 

S. F. gold bonds 

Nat. Rys. System Grand Trunk Ry. Debn 

Nat. Rys. Eq. Tr. Ctfs , 

Canadian Pac. Eq. Tr. Ctfs 

Cuba R. R. Eq. Tr. Ctfs 

France, Midi R. R. bonds 

Industrial loans, total 

Canada: 

Acadia Sugar Ref. Co., 1st Mtg. B 

Can. West. S. S. Ltd., 1st Mtg. B 

Newfoundland Marine Co. Ltd., 1st Mtg. B 

Massey-Harris Co. Ltd 

Riordan Co. 1st Mtg. & Ref. Bonds 

Cuba: 

Cuban Cane Sugar Conv. Bds 

Central Sugar Corp. Conv. gold notes 

Central Sugar Corp. gold notes 

Great Britain: 

Anglo-American Oil Co 

Rand Mines Ltd., 60,000 shares @ $40 

De Beers Consolidated Mines Ltd., 80,000 shares 

@ $47 • • • •• * 

Belgium: 

Solvay & Cie Sec. Bonds 

Minerva Motors Societe Anonyme Serial Notes . . . 
Royal Dutch Shell Shares (Estimated) 

Public utility loans, total 

Canada: 

Shawinigan Water & Power Co 

Bell Tel. Co. Can. Bonds 

Ottawa Ltd. Heat & Power Co 

Grand total 



6 

5* 

Si 

7 

7 

7 

6 

7 



7 
8 

7 
7l 



72 



Dec. 
Dec. 
Dec. 
Dec. 
Oct. 
May 
Apr. 
Apr. 
Apr. 



Jan. 1 

Jan. 15 

July 1 

Oct. 15 
Dec. 

Jan. 1 

Oct. 1 

Mar. 1 

Apr. 1 
Jan. 

Feb. 

Oct. 1 
1920 



July 1, 

Apr. 1 
Oct. 1 



1920-29 
Dec. 1, 1922 
Dec. 1, 1924 
Dec. 1, 1940 
Oct. 1, 1940 
May 1, 1935 
Apr. i, 1932 
Apr. 1, 1930 
Drawing to i960 



July 1, 1920-40 

1921-25 
I Oct. 1, 1920- 
\ July 1, 1922 

Oct. 15,1930 

Dec. 1940 

Jan. 1, 1930 
Oct. 1,1930 
Mar. 1, 1921 



Apr. 



1,1925 



Oct. 1, 1927 
1921-25 



July 1, 1926 
Apr. 1, 1925 
Oct. 1, 1940 



Jan. 

Mar. 

Mar. 

Nov. 

Oct. 

April 

Mar. 

Mar. 

Oct. 



April 
April 

Sept. 

Oct. 
Dec. 

Jan. 

Nov. 
Mar. 

Mar. 
Jan. 

Feb. 

Oct. 

Mar. 



Mar. 
Mar. 
Oct. 



101,450 



7,5oo 

6,000 

6,000 

25,000 

25,000 

15,000 

12,000 

1,700 

3,250 

82,568 

2,000 
850 

700 

4,000 
6,500 

25,000 
3,000 
1,200 

15,000 
2,400 f 

3,76o f 

10,000 
1,000 
7,iS8 1 

10,700 

4,000 
5,Soo 
1,200 



194,718 



The first three dates are in 1919; all others refer to 1920. 



t Data on stock issues furnished by J. P. Morgan & Co. 



addressed an inquiry to about a score of the banks and 
investment houses handling most of these securities, 
asking for (1) the amounts which they had themselves 
handled, and (2) their estimates of the total which had 
passed through the market. The records of one house 
alone indicated that it had handled $125,000,000 of 
securities returned in 1919 and 1920. 16 Other replies 
were for minor amounts. It was the opinion of the first 
house referred to that the total of returned securities 
would certainly more than double its own figures. 
Other estimates varied widely, but agreed that the total 
of securities repurchased since the armistice had been 
large. Besides American and Canadian securities, it is 
well known that Japanese, Chinese, Argentine, and 

16 J. P. Morgan & Company. 17 



other securities have been purchased from Europe, and 
also sterling bonds formerly held in Canada, Japan, and 
some other countries; and some bankers have estimated 
the total of these to be about $100,000,000. One house 
placed the total of securities repurchased in 1919 and 
1920 at the high figure of approximately $1,000,000,000, 
and estimated that about two-thirds of the purchases 
occurred in 1920. 17 As to American speculation in 
European currency securities the estimates varied from 
$150,000,000 to $350,000,000. All observers agreed 
that for both classes of purchases the movement was 
heavier in 1920 than in 1919; this would be a natural 
consequence of the extremely low level to which sterling 
and the other European exchanges fell in the early part 

The Guaranty Company of New York. 
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of 1920, which would represent heavy profits on the fields in Colombia and Venezuela, investments in Euro- 
exchange to foreign holders disposing of American bonds pean industries, and the like. There is little basis at 
to this side. While the estimates cited do not provide present for estimating the outgo of capital in this form, 
a basis for definite figures on these items, 18 it will prob- Conversations with persons in close touch with the 
ably be generally agreed that for American and all other fields mentioned would indicate that there has been an 
securities formerly held abroad and sold here in 1919 outflow of this sort, but that except to the countries near 
and 1920, $350,000,000 is a conservative figure. It home it has not been large. It was probably smaller 
represents, in fact, the lowest estimates which I have last year than in 1919, in view of the depression of in- 
received. To make some allowance for the fact that dustry in the United States and elsewhere since the turn 
sales were heavier last year than in 1919 I am dividing of prices. The most considerable outgo to a single 
the total into $200,000,000 in 1920 and $150,000,000 in country has certainly been that to Canada. For 1919 
1919; just what the proportions were, there is no ade- the present premier, Mr. Arthur Meighen, estimated 
quate basis for estimating. For European internal the total investment of American capital in Canada 
securities sold here an estimate of $175,000,000 is much from the United States at $225,000,000, though the 
nearer to the minimum than to the maximum of the governmental and corporate bond issues floated here 
estimates I have received. As pointed out in the study showed a net outflow to Canada (subtracting refunding 
of last year, 19 the speculation in foreign currency bonds and maturing issues) of only $58,ooo,ooo. 20 Meighen's 
did not reach large proportions until the fall of 1919, a estimate agrees closely with that of Mr. W. G. Gates, of 
fact which may readily be checked by reference to the the Department of External Affairs, a recognized au- 
advertising columns of the newspapers and financial thority on Canadian investments, whose total for 1919, 
journals; in dividing the total into $100,000,000 in 1920 exclusive of refunding, was $220,432,ooo. 21 The year 
and $75,000,000 in 1919, the proportion sold in 1920 is 1920, according to Mr. Gates, established a new high 
probably understated rather than overstated. mark for aggregate American investments in Canada, 
The figures thus far given do not include the export of which he has estimated at $325,000,000. Of this, $235,- 
capital in other than the bond form, the capital in- 000,000 (inclusive of $40,000,000 for refunding) was in 
vested by American corporations or individuals in their provincial, municipal, and corporate bonds issued here, 
industrial undertakings abroad, such as extensions of $12,000,000 represented other bonds sold here, and 
industrial establishments or other enterprises, pur- $73,000,000 consisted of other industrial investments, 
chases of lands, mines, and manufacturing plants in purchases of western lands, and the increase in Ameri- 
Canada, sugar mills and plantations in Cuba, new oil can insurance assets. 22 Adding investments in Latin 

America, the Orient, and Europe, an estimate of $200,- 

18 It is possible that a compilation of amounts actually handled by a rep- QOQ OOQ tQ coyer American Caoital nlaced abroad in 
resentative number of houses could be made by some central agency, like the ' . 

Federal Reserve Bank of New York or the Federal Reserve Board. In view Other than the bond form in the year 1920 is probably 

of the magnitude of the items, such a survey would certainly be worth conservative 

undertaking. 

19 The Review of Economic Statistics, Supplement, April, 1920, 

pp. is, 16. *° IUdm} pp- I4j IS> 4. Interest Payments 

American Investments in Canada in iqiq To the movement of capital must be added the inter- 

(Units of $1,000) est receivable and payable. Interest on the government 

Canadian loans in u. s. (to Dec. 1) $147,032 advances, as has been stated, was suspended except for 

industrial investments 55,000 ^ g^ amounts already indicated. 23 Interest receiv- 

Canadian victory bonds 50,000 , , . . . , . . , , 

other securities bought after December 1 25,000 able on American private capital mvested abroad may 

Settlers' cash and effects 17,000 be computed in major part from the recorded statistics 

k CMtaSTe ?c ndS '.'.'.'."".'. : j£S of foTd e°- bond issues - The accompanying table, corn- 
Prairie provinces, timber and minerals 4,500 piled from data furnished by the Guaranty Company of 

Theatrical enterprises , 2,500 New York, gives a classified summary of all foreign 

Insurance assets 10,000 . ....__.._, . ,. 

Total $102 loans placed in the United States and outstanding on 

Less refundings 98,600 January 1, 1921. Exclusive of the government ad- 

Totai new capital $220,432 vances and of loans to our island possessions, the total 

W. G. Gates, Financial Post, Toronto, January 10, 1920. Mr. Raleigh S. was $2,390,676,185. A similar compilation furnished 

Rife, Statistical Department, the Guaranty Company of New York, put the ,. 1 t -n -* * i/~« ±- , i r 

total of American capital in Canada at the end of 1918 at $1,272,850,000. last year by J. P. Morgan and Company gave a total of 

This estimate was commended by Mr. Gates, who thought it, however, an foreign loans issued hi the United States from August I, 

understatement .Mr. Gates' total to theend of 1920 was $1,800,000,000, as t to December 10, 1919 and outstanding on the 

against about $600,000,000 at the outbreak of the war. Financial Post, 1 

January 7, 1921. latter date of $2,1 78,628,000; inclusive of pre-war issues 

22 Canadian Financial Post, January 7, 1921. Still Outstanding the total Was $2,452,584,000. In COm- 

23 See above, p. 185. puting the interest charges deductions of $260,827,675 

24 Russia $107,500,000 and Mexico $153,327,675. It is doubtful to what , . . . ..... 

extent the Mexican loans, which are almost wholly National Railways Com- ^USt be made, representing ISSUeS On which the interest 

pany and other railroad loans, are paying interest. On two loans the entire was Suspended. 24 The net amount at the beginning of 

capital is in default: -Nat. Rys. 4 per cent of 1907 due June , 1915 ($26,- ^ Qn j^ ^^ wag recdvable wag thug about 

730,000) and Mex. Int. R. R. 6 per cent notes issued m 1914 and due January __ J 

1, 1917 ($1,653,750). $2,191,756,000. 
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Summary, by Countries, of Foreign Government, State and Municipal, and Corporation Loans placed in 

United States and outstanding as of January i, 1921 * 





Government 


State and 
municipal 


CORPORATION 


Total 
private loans 


Cash advances 
against credits 

established by V. S. 

(less repayments) § 


Grand total 




Railroad 


Public utility 


Industrial 


Canada and 

Newfoundland . . 
Mexico 


$152,500,000 

500,000 

10,000,000 

2,705,000 

13,854,100 

2,720,000 

4,075,000 

|673,494,5oo 

+125,508,000 

2,000,000 

107,500,000 

75,000,000 

25,000,000 

25,000,000 
55,000,000 
25,000,000 
25,000,000 
13,000,000 
102,552,000 


$193,034,260 

150,000 
24,000,000 

95,000,000 

9,000,000 
12,000,000 

15,176,400 

5,250,000 


$175,422,500 

152,827,675 

4,II7,000 

15,000,000 
3,250,000 


$83,284,000 

432,000 
8,000,000 

1,250,000 


145,957,500 
31,200,000 

49,916,250 
15,000,000 

11,000,000 


$650,198,260 

153,327,675 

45,317,000 

2,705,000 

13,854,100 

17,870,000 

4,075,000 

24,000,000 

50,348,250 

8,000,000 

688,494,500 

223,758,000 

2,000,000 

107,500,000 

86,000,000 

25,000,000 

34,000,000 
67,000,000 
25,000,000 
40,176,400 
13,000,000 
107,802,000 
1,250,000 


$9,500,000 

4,196,818,359 
2,966,028,443 

187,729,750 

349,204,467 

1,631,338,986 

15,000,000 

23,205,820 

26,i75, I 39 

61,256,206 
26,000 


$650,198,260 

153,327,675 
54,817,000 
2,705,000 
13,854,100 
17,870,000 
4,075,000 
24,000,000 


Cuba 


Panama 


Santo Domingo . . . 

Argentina 

Bolivia 


Brazil 


Chile 


50,348,250 
8,000,000 


Peru 


Great Britain 

France 


4,885,312,859 

3,189,786,443 

2,000,000 


Germany 


Russia 


295,229,750 

435,204,467 

1,656,338,986 

15,000,000 

23,205,820 

26,175,139 

34,000,000 

67,000,000 

25,000,000 

40,176,400 

13,000,000 

107,802,000 

1,250,000 

61,256,206 

26,000 


Belgium 


Italy 


Greece 


Serbia 


Norway 


Sweden 


Denmark 


China 


Japan 


Australia 


Czecho-Slovakia . . . 
Liberia 






Totals 


$1,440,408,600 


$353,6lO,66o 


$350,617,175 


$92,966,000 


$153,073,750 


$2,390,676,185 


$9,466,283,170 


$11,856,959,355 



* Loans to Philippine Islands, Hawaii, and Porto Rico ($25,500,000 out- J Includes $25,508,000 French Treasury Bills as stated in French budget 

standing) are excluded. for 1920. 

f Includes £31,500,000 British Treasury Bills outstanding in November § Up to November 15, 1920; inclusive of $33,236,692 of "other charges." 
1920, converted at par of exchange ($150,861,500). 



In view of the number of uncertain elements entering 
into the item of interest payments on total capital out- 
standing, such as dividend remittances or other earnings 
of capital not of the bond form, interest on European 
currency bonds, and on bonds other than American for- 
merly held abroad and sold to this side, it is not con- 
sidered worth while to undertake an elaborate computa- 
tion of the interest receivable on foreign bonds. 26 At 5! 
per cent 26 on the $2,191,756,000 outstanding at the first 
of the year the interest would be $120,547,000. To this 
is to be added interest on the new issues within the year, 
subtracting the interest on loans which matured. The 
new loans carried higher interest rates than those which 
matured or than the aggregate outstanding at the be- 
ginning of the year. The fourteen government and 
municipal loans were at 6 to 8 per cent, and the average 
was 6.7 per cent; the twenty-three corporate issues bore 
an average rate of 7 per cent. 27 The yearly interest 
charges on the principal of the two groups at these rates 
would be $27,564,671 28 and $13,630,620, respectively; 
but since the loans appeared at different dates within 
the year, it is assumed that the interest ran for half of 
the year on the average and one-half of these totals, or 
$20,598,000, is taken as the amount receivable in 1920. 
The total interest on old and new loans would thus be 
$141,145,000. The average rate of interest on the six 29 
loans which matured was 5.2 per cent; and at this rate 



the yearly interest charge would be $34,898,500; taking 
half of this sum, as before, the amount to be subtracted 
from the interest on old and new loans is $17,449,000. 
The interest receivable in 1920 on foreign loans in the 
United States was thus about $124,000,000. 

There is little basis for estimating what should be 
added to this figure to take account of interest receivable 
on foreign currency bonds, foreign holdings of securities 
other than American, which have been sold to the 

26 Separate computations could be made for each item outstanding (the 
Guaranty Company's list shows a total of 284 items outstanding at the end 
of the year, of which 209 were Canadian, chiefly small provincial, municipal 
and corporate issues) at the first of the year and for the new issues within the 
year from the month of issue, and a subtraction made in the same way for 
loans matured within the year; or a weighted arithmetic average interest 
rate could be applied to the aggregate principal of each type of loans, or to 
the loans of each country or group of countries; but in the final result the 
difference from the figure given in the text would-probably be small. 

Similarly, in strictness, one should compute the outflow of capital by 
taking each loan at the underwriter's price; but not even merchandise ex- 
ports and imports are recorded with such accuracy; in the total balance of 
payments the accuracy of the final result would not be enhanced. Doubtless 
for some more specific purpose, or in a study devoted especially to the move- 
ment of capital, such accuracy would be necessary. 

26 The following computation serves as a check on this rate. It is based 
on the loans outstanding at the end of the year, since an equally detailed list 
of loans was not available for the beginning of the year. The simple arith- 
metic average of the interest rates of the individual loans composing each 
group of loans is applied to the aggregate principal of the group outstanding. 
The aggregate interest charge secured by adding the interest charges thus 
obtained for the various groups of loans exceeds slightly that obtained by 
applying a rate of si per cent to the general total of loans. But allowing for 
the fact that the 1920 loans are included, which were at about 7 per cent on 
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United States, or dividends or other earnings on capital 
sent abroad in other than the bond form. On the for- 
eign internal bonds sold here, as stated on p. 187, the 
interest receivable in 1920 would be $7,ooo,ooo. 30 If of 
the foreign bond holdings sold to this side one-fourth be 
taken as covering those other than American securities 
returned, the interest receivable thereon in 1920 would 
be about $3,ooo,ooo. 31 It is estimated that the total of 
interest and other earnings on capital which was re- 
ceivable in 1920^ was about $150,000,000. 

Interest receivable is not as yet (exclusive of pay- 
ments on the government credit advances) an impor- 
tant item in the aggregate balance of payments, for 
against it must be counted the interest payable on 
foreign capital invested here. There are grounds for 
believing that the interest annually payable by the 
United States amounts to a larger sum than that used 
in my study last year. Before the war foreign capital 
invested in this country was commonly estimated at 
$4,500,000,000 to $5,ooo,ooo,ooo. 32 The report of the 
American Dollar Securities Committee in 1919 showed 
that up to March 31, 19 19 its purchases of dollar securi- 
ties 33 for resale to New York amounted to £177,614,704. 
Mobilization of American securities was not begun by 
Great Britain until July 1915. These figures do not, 
therefore, include securities returned prior to that time. 
According to the computations of Mr. L. F. Loree, 
based on inquiries to all of the American railroads hav- 
ing a mileage of one hundred miles or more, the total 
amount of American railroad securities returned in the 
six months ending July 31, 1915 was $480,892, i35- 34 In 



1 914, especially after the outbreak of war, there was 
a similar movement, the total amount returned being 
given in the Review for July 1919 as $4oo,ooo,ooo. 3B 
The aggregate of American securities returned from 
1914 to 1919, on the basis of the figures cited, would be 
$1,768,966,000. Mr. Loree's computations did not 
cover other than railroad securities, the amount of 
which held abroad was estimated as about one-fourth of 
the railroad securities. 36 Allowing for repurchases of 
these, the total of American securities returned up to 
1919 was probably $2,ooo,ooo,ooo. 37 Even allowing for 
property with the Enemy Alien Custodian (stated at 5 
to 8 millions) it would thus appear that foreign interest- 
bearing capital in the United States was close to $2,- 
000,000,000 at the end of the war, and at the end of 1920 
was not less than $i,5oo,ooo,ooo. 38 It must be remem- 
bered, also, that not all of the capital movement has 
been in one direction; some British capital has been 
invested here since the armistice. One conspicuous 
case in 1920 was the investment of the English group in 
General Motors, which is a matter of public record. 
The Dunlop Rubber Company is also reported to have 
been building extensively in this country with money 
remitted from the other side. 

In estimating remittances of interest from this side 
there must be included allowance for interest on Ameri- 
can capital owned by Americans resident abroad. Our 
official Statistics of Income for 191 8 show that the net 
income returned by nonresident aliens and citizens 
resident abroad for that year was $56,500,000, of which 
nearly $37,000,000 39 was in the form of investment in- 



the average, while the rate on maturing loans was but slightly over 5 per cent, 
it seems apparent that the rate of sh per cent applied in the text to the aggre- 
gate of loans outstanding at the beginning of the year does not represent an 
understatement of the interest receivable thereon. 

Interest Charge on Aggregate of Foreign Loans 

outstanding January i, 1921 * 

{Units of $1,000,006) 



Class of loan 


Number of 
loans 


Average 
interest rate 


Principal 


Interest 
charge 




35 
143 
42 
26 
29 


5-8 

5-4 

5-2 

5-6 
6.5 


$1,332 
354 
198 

93 
IS3 


$77-3 
19. 1 






10.3 




5.2 




9.9 




Total . . 


275 




$2,130 


$121.8 







Interest computed at s§ per cent $117.1 

* Russian and Mexican loans, as well as loans to our island possessions, are excluded. 

27 As before (see footnote 26) these average interest rates are simply 
the arithmetic means of the individual interest rates of the loans of the 
two groups referred to in the text. In computing the average rate on the 
group of government and municipal loans, the 34 small Canadian provincial 
and municipal issues, which bore an average rate of 5.9 per cent, are included 
simply as one item. 

28 In stating the net amount of new loans floated in 1920 (see above, p. 
187) the French $100,000,000 refunding loan was excluded. In computing the 
interest it is included, to take account of the fact that its rate is 8 per cent, 
whereas the Anglo-French loan, which it in part replaced, was at 5 per cent; 
and a corresponding amount is added to the total given of maturing loans. 
The totals of new issues used for the interest computation were thus 
$411,413,000 of government and municipal loans and $194,718,000 of cor- 
porate loans; and for maturing loans, $671,125,000. 

29 Counting as one item the Canadian loans, which aggregated approxi- 
mately $18,495,000. Since a detailed list of these loans was not available I 



have taken the average interest rate on the 129 Canadian provincials and 
municipals outstanding at the end of 1920, which was 5.3 per cent. 

30 Taking 5! per cent on the figure of $75,000,000 estimated as coming in 

1919, and one-half of 5J per cent on the figure of $100,000,000 estimated as 
sold here in 1920, the interest would be $6,875,000: as in the other compu- 
tations, it is assumed that on the average a half-year's interest would be 
receivable on the securities purchased in 1920. 

31 It was estimated, p. 190, that $150,000,000 of American and other secu- 
rities formerly held abroad were purchased here in 1919 and $200,000,000 in 

1920. Interest at 5I per cent on one-fourth of the figure for 1919, to repre- 
sent non-American securities, would be $2,062,500; and one-half of 5! per 
cent of one-fourth of the figure for 1920 would be $1,375,000. 

32 See The Review or Economic Statistics, July, 1919, p. 230. 

Sir George Paish, in his study of our balance in 1908-09, put it as high as 
$6,000,000,000. Ibid., p. 230. 

33 Including dollar securities purchased by the Bank of England in 1915 
prior to the organization of the Committee. Including Canadian, the total 
was £184,266,500, and including all other securities it was £216,644,366; in 
addition there were securities loaned and on deposit with the Committee of 
£438,311,000, giving the total handled as £654,955,366. See Report of the 
Committee, 1919, pp. 9, 10; London Economist, December 6, 1919, p. 1033; 
and Statist, October 30, 1920. 

34 Par value; the market value was stated as $388,562,000. For a sum- 
mary of Mr. Loree's computations, see The Review of Economic Statis- 
tics, July, 1919, p. 245. 

35 Ibid., p. 245. 

36 See Bradstreet's, October 24, 1914, p. 690, and the Economic World, 
July 3, 1915, p. 12, cited in The Review or Economic Statistics, July, 1919, 

P- 24S- 

37 This was the figure given in the Review, July, 1919, p. 246, based upon 
Mr. Loree's computations and the other computations cited (including that 
made by the Annalist for securities other than railroad in April 1915). The 
Report of the American Dollar Securities' Committee was not then available. 

38 Former Secretary Houston last fall estimated the total even as high as 
$3,000,000,000, but this figure was probably excessive; see the Commercial 
and Financial Chronicle, American Bankers' Convention Section, November 
20, 1920, p. 97. 

30 Commissioner of Internal Revenue, Statistics of Income, 1918, p. 42. 
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come; and that the great majority of the persons mak- 
ing returns were subject to surtaxes. 40 It is therefore 
fair to assume that they were holders of a substantial 
amount of tax-exempt securities, and as undoubtedly a 
large part of the income was derived from trust funds, 
this probability is strengthened. Even allowing for the 
fact that Americans resident abroad are taxed on their 
entire income, it is probable that the income derived 
from the United States by nonresidents is greater than 
the figure given. 41 No corresponding figures are avail- 
able for corporations, but they would probably amount 
to a much larger sum. That income from foreign capi- 
tal in the United States has been considerable in the 
post-war period is also indicated by the profits and divi- 
dends of British companies or branches in this country. 
One informant, in close touch with this subject, picked 
out half a dozen companies almost entirely British 
owned, whose reports for 1920 showed profits of over 
$25,000,000 and dividends of $10,000,000; they were 
also carrying liberty bonds and certificates of indebted- 
ness of $27,500,000; and more than half of these totals 
was in respect of companies whose names would not be 
generally known in the street. Including profits or 
dividends of foreign companies as well as interest on 
American bonds held abroad, and also the substantial 
income derived from the United States by Americans 
resident abroad, it is doubtful whether the total income 
remitted to nonresidents in 1920 fell much, if at all, 
below income receivable on our private foreign invest- 
ments. For conservatism, since my inquiries tend to 
the conclusion that on the aggregate balance of pay- 
ments the sum of our floating credits is considerably 
smaller than other estimates which have been given in 
the past year, I am taking the amount of income pay- 
able at $100,000,000, though several of my informants 
believe this to be considerably below the mark. On this 
basis the net amount of interest receivable in 1920 by 
the United States on private investment abroad ($150,- 
000,000 receivable less $100,000,000 payable) did not 
exceed $50,000,000. 

Summing up the figures which have been given, the 
balance of our international remittances of capital and 
interest in 1920 would stand as in the accompanying 
table. 

B. Other Items in the Balance of Payments 
1. Shipping 

Up to and including the war ocean freight payments 
were a minor debit item in our balance of payments; 
since the armistice, because of the expansion of our 
merchant marine, the United States has received more 
than it has paid for ocean carriage. Though there is 
little basis at present for estimating the current shipping 
balance, there are a number of reasons which indicate 
that the net sum receivable has not been, and probably 
will not be for some time to come, large compared with 
other credit items of our balance. 

As indicated in previous studies, the most practicable 



United States Balance in 1920 on Capital and Interest 



Items 


United 
States 
creditor 


United 

States 
debtor 


i. Repayments of principal, and interest on 
government credit advances, and other rele- 
vant government receipts 


57 
57i 

150 




2. Foreign loans which matured in 1920 

3. Interest receivable on American private 
capital abroad 




1 . Cash advances under government credits, and 
other relevant government payments 

2 . Foreign government, provincial, and municipal 
loans issued here in 1920 

3. Foreign corporate loans floated here in 1920, . 

4. American and other securities formerly held 

5. Foreign currency bonds purchased here in 
1920 

7. Other private foreign investments ; 

8. Income payable to nonresidents 


362 

311 
195 

200 

IOO 
200 
IOO 






Total 


778 


1468 


Net balance payable by United States 


690 



basis for estimating freight payments is to determine 
the ratio of the freight charge to the value of goods car- 
ried. The United States receives freight payments 
from foreign countries for exports carried in American 
vessels and makes payment for imports carried in for- 
eign vessels; in 1920 the exports so carried were $3,165,- 
297,082 and the imports $2,743,252,061. If the ratio of 
freight to value of cargo were the same for imports and 
for exports the freight receivable would thus exceed by 
a comparatively small amount the freight payable. At 
10 per cent, the net sum receivable would be $42,154,- 
500. If one-fifth were taken from each side to allow for 
port expenses 42 of foreign ships here and American ships 
abroad, the net amount receivable would be $33,523,- 
600. Even a ratio of 20 per cent, which would certainly 
be much too high, would give a net sum receivable of but 
$67,534,723. In some pre-war estimates, however, the 
freight ratio for exports was regarded as higher than 
that on imports. An estimate given for 1914 puts the 
freight ratio on exports at 5 per cent and that on im- 
ports at 3 per cent. 43 If these ratios were used for 1920, 

40 Commissioner of Internal Revenue, Statistics of Income, 1918, p. 80. 

41 The time for filing returns was extended until three months after the 
war, but even then some income had to be taxed by deduction and was not 
covered by the figure of $56,500,000 shown by the returns. 

42 It is generally agreed that the port expenses run from one-fifth to one- 
third of the freight payments. C. K. Hobson's detailed account of receipts 
and expenditures of seven voyages in 1907 showed the expenses in foreign 
ports to be 30 per cent of the total receipts; see The Review ov Economic 
Statistics, July, 1919, p. 231. In estimating freight payments in pre-war 
years, I deducted one-fifth for port expenses. Ibid., pp. 226, 227, 231. If a 
higher percentage were taken it would reduce the net freight payments still 
further. 

43 National Foreign Trade Council, "Ocean Shipping," 2nd edition, 1917, 
p, 21, cited in Federal Reserve Bulletin, April, 1921, p. 404. InW. W. Bates' 
"American Marine," 1893, the percentage is put at 15 per cent in the case of 
exports and 10 per cent for imports; for discussion, see The Review or 
Economic Statistics, July, 1919, p. 226. The New York Journal of Com- 
merce gave for 1895 an average ratio of freight to imports of 3.6 per cent, 
based on ocean rates for 16 imports, ibid., p. 227. 
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and a deduction made for port expenses, the net sum 
receivable would be $60,773,000. When applied to 
goods carried by the two classes of ships in 1914, when 
foreign ships carried 88.6 per cent of our imports and 
American ships carried only 8.3 per cent of our exports, 
these ratios showed a net sum payable by the United 
States of only $37,691,750, and with port expenses de- 
ducted, of $29,913,400. Even had the ratios been 
reversed, so as to favor the foreign shipping, the net 
sum payable would have been, minus port expenses, but 
$56,468,320. 44 How small the freight item was in pre- 
war years can be seen from the fact that the estimate 
cited for 1914 gave the total freight payments in the 
sea-borne foreign trade of the United States as $153,- 
50o,ooo, 45 a figure which included not merely freights 
paid by Americans to foreigners for imports carried in 
foreign vessels and freights paid to Americans by for- 
eigners for exports carried in American vessels, but also 
freights paid by foreigners to foreigners for exports 
carried in foreign vessels and freights paid by Americans 
to Americans for imports carried in American vessels. 

From this it seems clear that on a normal basis the 
net shipping balance has been small, even when foreign 
shipping carried nine-tenths of our trade, and that at 
present, when exports carried in American vessels ex- 
ceed imports carried in foreign vessels only slightly in 
comparison, the net freight payments receivable could 
not be large unless (1) it were found that the ratio of 
freight to cargo value was much higher than before the 
war and that at the same time the outward freight ratio 
considerably exceeded the inward freight ratio, or (2) it 
were found that though the freight ratios were not much 
above the pre-war level, the outward freight ratio ex- 
ceeded the inward freight ratio to a very much greater 
degree than was indicated even by the most extreme of 
pre-war estimates. Even then, as will presently be 
shown, the net shipping balance would be a small item 
compared with other items of our balance of payments. 

There are two methods, in any degree practicable, of 
estimating the ratio of freights to value of cargo. The 
first, and perhaps the only really satisfactory, method 
would be to get by first hand investigation freight data 
on a comprehensive list of representative exports and 
imports covering all important trade routes. The 
writer undertook this year to secure from representative 
firms the c. i. f. values of goods shipped abroad in 1920 
and the freight charges on c. i. f. shipments, and simi- 
lar data for imports. This would probably be the most 
satisfactory method if carried through comprehensively, 
but thus far it has yielded usable results only for the 

44 Imports carried in foreign vessels in 1914 were $1,538,785,000 and 
exports in American vessels, $169,436,000. 

45 "Ocean Shipping," p. 20, cited by Johnson & Huebner, Principles of 
Ocean Transportation, T919, p. 489. 

46 April, 192T, p. 420. 

47 See pp. 226, 227, 231. 

48 Ibid., p. 248-250. 

49 The Review ot Economic Statistics, Supplement, April, 1920, pp. 
17,18. 

80 "American Shipping Earnings and the Balance of Trade," Federal 
Reserve Bulletin, April, 1921, pp. 400-410; prepared under the direction of 
H. W. Van Pelt. 



automobile export trade, which showed a ratio of io| 
per cent. This was considered a higher percentage, 
taking the year as a whole, than that of 1919; yet there 
is no doubt that for an average of all classes of goods 
freight rates declined in 1920. The Federal Reserve 
Bulletin recently announced 46 that it is undertaking a 
first-hand investigation of freight rates in order to de- 
termine the shipping balance; if done on a comprehen- 
sive scale, it should yield better information on this item 
than has ever been available in this country. 

A second, but less satisfactory, method is to estimate 
the current freight ratios from those given for earlier 
years, by means of a yearly index of freight rates. This 
was the method I used for pre-war periods in the study 
of our balance of trade in the Review of July, 1919, 47 
taking as a general guide the British freight indices of 
C. K. Hobson and the British Board of Trade. Though 
the ratios used as bases were themselves little more than 
estimates, it was possible to show a unanimity of opin- 
ion that the ratios were small and the net freight pay- 
ments a minor item in our balance. For the war period 
I used the estimates made for the Shipping Board by 
C. S. Duncan, which were based upon a study of freight 
rates in our export and import trade with thirteen neu- 
tral countries, in the first half of 1918. 48 Since freight 
payments are a minor item in our balance, no special 
attention, beyond consultation with well-informed per- 
sons, was given them in the study of our balance in 
1919. 49 In particular, for reasons stated below (see p. 
195, n.) it was thought inadvisable to make Mr. Dun- 
can's study the basis for the estimate. The net sum 
receivable was estimated at $73,000,000; including the 
sale of ships to foreign countries, on which information 
was furnished by the Shipping Board, the sum receiv- 
able was given as $93,000,000. 

Pending the results of its original investigation, the 
Reserve Bulletin has given a tentative estimate of the 
shipping balance in 1920, 60 by the use of the second 
method cited. It places the payments made by the 
United States on imports carried in foreign vessels at 
$77,800,000 and freights receivable on exports carried 
in American vessels at $261,400,000, giving a net sum 
receivable of $183,600,000. If allowance of one-fifth 
were made in each figure for port expenses the net sum 
receivable would be $146,888,000. The Bulletin gives 
one-third to one-fourth as the probable percentage of 
port expenses; using the former, its estimate of the 
shipping balance in our favor would be $140,000,000; 
using the latter it would be $123,400,000. Compared 
with other items of the balance of payments this would 
be a minor item, being indeed the smallest item in- 
cluded except for interest payments; its effect on the 
aggregate balance would not be important. 

The Reserve Bulletin's estimates would indicate that 
in 1920 the ratio of freight charge to value of cargo was 
8.3 per cent for exports and 2.8 per cent for imports; or 
in other words that freight rates on exports were nearly 3 
times as high, in relation to the value of goods carried, 
as those on imports. This difference between the two 
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ratios is greater than any that had ever been given pre- 
viously, either in the pre-war period or in Duncan's 
study in 191 8. To the writer it does not appear plau- 
sible. An explanation and discussion of the Bulletin's 
methods and results is given in the footnote. 51 

Though both export and import freight rates un- 
doubtedly declined toward pre-war levels in 1920, the 
changes that have been occurring in the character and 
the direction of our foreign trade ■ — as summarized in 
the section on merchandise 52 — appear to indicate clearly 
that the inward freight ratio has been increasing relative 
to the outward freight ratio: (1) The declining impor- 

61 The Reserve Bulletin's estimate of the shipping balance in 1920 was 
derived as follows: 

(1) Duncan's study of freight rates in the first half of 1918 was taken as 
the starting point; it gives a ratio of freight charge to value of cargo of 31.2 
per cent for exports and 13.6 per cent for imports. 

(2) On the basis of freight rates presented for two exports, flour and 
cotton, on European routes only, export freight rates were estimated to have 
fallen (from the base of 100 in the first half of 1918) to 37.5 for the first half 
of 1920; on the basis of berth rates presented for cottonseed oil, grain, "pro- 
visions," cotton, sack flour, and flour, for European routes only, export 
freight rates were estimated to have fallen to 25 (cf. 100 in the first half of 
1918) in the second half of 1920. In the absence of data, import freight rates 
were assumed to have fallen to the same extent. 

(3) From the monthly quotations of export and import prices of the 
Monthly Summary of Foreign Commerce an export price index and an im- 
port price index were computed (the former based on 40 articles and the 
latter on 30 articles), according to which export prices rose 22 per cent for the 
first half of 1920 and 17.7 per cent for the second half of the year, compared 
with the first half of 191 8; whereas import prices increased 54.9 per cent and 
52.4 per cent in the same periods. 

(4) The shipping balance was then computed for each half-year sepa- 
rately by multiplying the exports carried in American vessels in the half year 
by the product of Duncan's export freight ratio and the appropriate export 
freight index and dividing this product by the appropriate price index, and 
treating in a similar manner the imports carried in foreign vessels. 

(5) The results obtained were : for the first half of 1920, freights receivable 
$166,800,000 and freights payable $51,200,000; and for the second half-year, 
freights receivable $94,600,000 and freights payable $26,600,000, giving for 
the year a net sum receivable (without deducting port expenses) of $183,- 
600,000. These results, applied to the exports carried in American vessels 
and the imports carried in foreign vessels ($3,165,297,000 and $2,743,252,000 
respectively), would give the average ratio of freight to value of goods car- 
ried of 8.3 per cent for exports and 2.8 per cent for imports. 

In comment it may be said: 

(1) According to this calculation, the export freight ratio would be almost 
three times as great as the import freight ratio. This does not appear plau- 
sible, and in particular it does not appear plausible that the average freight 
charge on imports in 1920 was only 2.8 per cent of the value of the imports 
carried. Even in 1914, when freights were at an unusually low level, import 
freights were given as 3 per cent of the value of the cargo. The Bulletin's 
calculation would indicate that freight rates on imports, in relation to the 
value of imports carried, had fallen not merely below the pre-war level, but 
below the level of an unusually low pre-war year; while export freight rates 
were still above the pre-war level. As indicated in the text, the changes in 
the character and distribution of our foreign trade, particularly since the 
armistice, have been such as to narrow rather than widen any gap which 
may have existed between average export freight rates and average import 
freight rates. 

(2) Since in the Bulletin's computations the import freight index was 
assumed to have fallen to the same degree as the export freight index, it is 
clear that the widening of the gap between the two freight ratios, to which 
the Bulletin's comparatively large net shipping balance is mainly attribut- 
able, resulted from the difference in the price indices by which the freight 
indices were corrected. As previously stated, the import price index used 
rose much more markedly than did the export price index. This difference 
resulted from the use of the price quotations of the Monthly Summary of 
Foreign Commerce. These quotations are not based on actual market prices, 
but are obtained by dividing the total declared value of each commodity 
exported or imported each month by the quantity exported or imported. 
The import price quotations were confused also for the early months of the 
year by the fact that some imports were valued by conversion of invoices at 
par rates of exchange and some by conversion at market rates (see The Re- 
view of Economic Statistics, Supplement, April, 1920, p. 10, n.). As a 
basis for indicating price changes the unreliability of these quotations may 
be indicated by comparison with the price indices of "exported goods" and 



tance in the export trade of agricultural products and the 
growing predominance of manufactures, a change which 
was particularly marked in 1920, would certainly tend 
to cut down the outward freight ratio by decreasing the 
amount of relatively cheap, bulky cargo compared with 
the amount of cargo combining small bulk with high 
value. The declining importance of manufactured 
imports and the growing predominance of imports of 
raw materials and food products would exert the con- 
trary effect upon the inward freight ratio. (2) Though 
the general tendency of the past generation, apart from 
the war, has been to diminish the relative importance of 

"imported goods" given each month in the Reserve Bulletin's own inter- 
national price index. According to the indices used in the shipping study, 
the monthly average of export prices in the second half of 1920 fell 3.5 per 
cent and the average of import prices only 1.6 per cent, compared with the 
average of the first half of the year, whereas according to the Bulletin's in- 
ternational price indices, the monthly average of export prices fell in the 
second half of 1920, 24 per cent and the average of import prices fell 31 per 
cent. The Bulletin's standard price indices also show that the level of export 
prices in 1919 and the first half of 1920 exceeded the level of 1913 by consid- 
erably more than did import prices. It appears improbable therefore that 
from the first half of 1918 to the first half of 1920 import prices increased 2 5 
times as much as did export prices, as is indicated by the price indices used in 
the shipping balance study. On the contrary, there seems little doubt that 
the latter increased as much as the former. If in computing the shipping 
balance the changes in export prices had been assumed to be the same as 
those given for import prices, the freights receivable would have been $204,- 
416,000, and freights payable $77,800,000, giving a net balance receivable of 
$126,616,000, instead of the $183,600,000 given. Deducting one-fifth from 
each side for port expenses, the balance would have been $101,293,000. 

(3) It is doubtful whether Duncan's estimates for the first half of 1918 
are usable as a basis for estimating the shipping balance in the post-war 
period, for: 

a. Freight rates were then subject to shipping board control; quoted 
rates had little or no meaning and are not comparable with rates quoted in 
1920; 

b. The study covered our trade with only thirteen neutral countries, 
thereby omitting the great bulk of the exports in particular; 

c. The results reached as to aggregate freight charges in the trade with 
the individual countries display curious anomalies. For instance, to take the 
charges on imports, the low import freight ratio of 13.6 per cent (compared 
with 31.2 per cent for exports) was due especially to the low rates on imports 
from the European neutrals. It was to be expected that freight rates on 
imports from Europe would be softened in comparison with European export 
freight rates (and perhaps also with rates on imports from non-European 
countries) owing to the fact that it was the imports from European countries 
that were most severely reduced during the war, while exports to Europe and 
other countries (and also imports from non-European countries) were greatly 
expanded. But rates so low, and so different on goods imported from Euro- 
pean countries adjacent to each other as those shown by Duncan's figures 
are surprising. While the ratio of freight to value of goods imported from 
Spain was 36.8 per cent, from Norway 12.6 per cent, and from Denmark 8 
per cent, the freight ratio on imports from Sweden was given as 3.5 per cent, 
from Switzerland § of 1 per cent, and from Holland 1% of 1 per cent. According 
to Duncan's tabulation, our imports from Denmark in the first half of 1918 
were $432,718 and the total freight expense was $33,413, whereas imports 
from Holland were $5,172,966 (or about 12 times as much) and the total 
freight expense was $16,654 (or about half as much); and imports from 
Switzerland were $8,082,370, and total freight expense only $37,640. Grant- 
ing that freight rates, even for equal distances and on goods carried from 
countries adjacent to each other, are frequently dissimilar, such differences 
as these are astonishing, even for war times. In particular, it is difficult to 
believe that freights on imports from Spain were 122 times as high, in relation 
to value of cargo, as those on imports from Holland, or that rates on imports 
from Norway were 33 times those on imports from Sweden, and 25 times 
those on imports from Switzerland. And it is not less difficult to believe that 
any cargo was carried across the Atlantic in war time at rates representing 
but a fraction of 1 per cent of the value of the cargo. See The Review of 
Economic Statistics, July, 1919, p. 249, n. 

(4) The export freight index is based on berth rates (an uncertain indica- 
tion, as the Bulletin points out) for six products (and principally for two 
products), and only European routes are considered; no rates for manu- 
factured exports are given. 

(5) No data are given as a basis for the import freight index, which is 
assumed to have been the same as that for export freight rates. 

62 See above, p. 171. 
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Europe as a market for exports, the great bulk of the 
exports still go to Europe; and indeed the marked 
expansion of exports after the armistice was due chiefly, 
as we have seen, to the very large increase in exports to 
Europe. On the other hand, during the war and even 
more markedly since the armistice, the imports came 
principally from non-European countries. This differ- 
ence in the distribution of the export and import trade 
— and the accentuation of it after the armistice — 
would also tend to increase the inward freight ratio 
relative to the outward freight ratio. (3) According to 
the Reserve Bulletin's own indices of export and import 
prices — published elsewhere in the same number — 
import prices in 1919 were not so much above the 1913 
level as were export prices, and in 1920 import prices 
fell more than export prices. But in its shipping study, 
as will be seen from the footnote, 81 the Bulletin rests its 
finding that the gap between the outward and the in- 
ward freight ratio has widened, solely upon a calculation 
which would indicate that since 1918 import prices have 
risen higher than export prices, and in 1920 did not fall 
so much as the latter. 

As throwing light upon the probable future of our 
shipping balance it is important to note that the excess 
of exports carried in American vessels over imports 
carried in foreign vessels, such as occurred in 19 19 and 
1920, has been due entirely to the fact that our total 
exports have far exceeded our total imports. The pro- 
portional share of the carrying done by foreign shipping 
has been greater in both exports and imports than that 
done by American shipping. Last year foreign ships 
carried 56.5 per cent of our exports and 58 per cent of 
our imports. If this situation should continue, our 
shipping balance would certainly diminish as our huge 
export balances disappeared; and the monthly trade 
balances in the present year, as also the decline of 
prices, leave little room for doubting that the latter is 
already a consummated fact. If we were to have an 
excess of imports over exports, which would be the 
logical result of our altered international position, it 
would seem probable, on the basis of the distribution of 
our carrying trade since the armistice, that the shipping 
balance would show a net sum payable by the United 
States. One important factor requisite for the growth 
of a large credit balance on shipping is therefore a much 
larger participation in the carrying of its own foreign 
trade than the United States has yet achieved. 

Whether this is to occur it would be hazardous to 
predict, but our experiences with shipping since the 
armistice do not point in that direction. Our ships 
were built to meet a war emergency, under circum- 
stances in which cost was a secondary consideration. 
Built at such a time and in such circumstances the costs 
were necessarily very high. When in 1919 the Shipping 
Board began to dispose of its holdings to both American 
and foreign buyers, practically all of the vessels sold 
were disposed of at high prices. Freight rates kept up 
in 1919 and early 1920 and purchasers apparently mis- 
judged the course of the freight market. Late 1919 and 



early 1920, when the sales were made, was a period of 
great optimism in the shipping business, and many 
expert observers could see no prospect of a severe slump 
in rates or of an excess of shipping. But in the last half 
of 1920 rates fell markedly, cargoes declined, and much 
shipping was idle. The result was that the vessels, 
which had been bought from the Shipping Board at 
around $190 a dead-weight ton, were found to be Worth 
about $60 a ton. The ships were sold on time, and by 
February 192 1 the installments paid averaged about 20 
per cent. The failure of Congress to appropriate funds 
for the Shipping Board compelled the Board to request 
payment. The result of all this is too well known to 
require detailed comment. The total number of vessels 
sold by the Board to February 1921 was about 260; 
companies holding 80 of these had either gone into 
receivership or had turned their tonnage back to the 
Board. The remainder, excluding tugs and other small 
craft, totaled 800,000 tons, of which the selling price 
was $152,000,000. Of this approximately $30,400,000 
had been paid, leaving a balance of $121,600,000 still 
due the Board. At $60 a ton, the tonnage sold was 
worth about $48,000,000. In other words, purchasers 
paid about $130 a ton more for their shipping than it 
proved to be worth a few months after purchase. When 
this became known to bankers they refused further loans 
to the shipowners and thus added to their burdens. 53 
Other similar details might easily be given. The re- 
sults of the Senate hearing on the Shipping Board are 
familiar to all. The Journal of Commerce of New York 
reported in February 192 1 approximately 375 steamers 
of 2,100,000 tons idle. 54 The Division of Operations of 
the Shipping Board stated that on April 5, 653 steel 
ships of 4,279,581 dead-weight tons were either already 
idle or had been withdrawn from service until conditions 
improve. 56 Mr. Alonzo Tweedale, general comptroller 
of the Shipping Board, informed the sub-committee of 
the Senate Committee on Appropriations that at least 
$25,000,000 would be lost in the operation of the gov- 
ernment merchant fleet in the first six months of 192 1. 
This is not an encouraging beginning of our efforts to 
build up American shipping. In time the effects of the 
present depression will doubtless disappear. But for a 
considerable period it is obvious that even competent 
firms will be embarrassed in competition if they must 
carry ships on their books at tonnage costs far above 
those of foreign ships. 66 When recovery is achieved, we 
shall still have to discover whether it is possible to 
operate, and also to build, American ships at as low cost 
as British or other shipping; in pre-war years it is gen- 
erally agreed that this was not the case. It is thus too 
early to speak confidently of the development of the 
American Merchant Marine, or to look for a growing 
international income from this source. It is equally 
apparent that the year 1920 could hardly be expected 

63 See Dow, Jones & Co., Electrical Page News Ticker, February 2, 1921. 

64 February 5, 1921, p. 20. 

65 Federal Reserve Bulletin, May, 1921, p. 526. 

68 Most of these stand on the books at $50 a ton or less, Dow, Jones & Co., 
ibid. 
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to yield a large income from shipping. Some observers 
I have consulted have expressed doubt whether our 
international receipts from shipping last year exceeded 
our payments at all. It may be noted, too, that only 
freight charges have been considered in the estimates 
given. The passenger service is mainly in the hands of 
foreign companies. The president of the International 
Mercantile Marine Company estimated the aggregate 
revenue from the passenger traffic across the North 
Atlantic alone, including that of Canadian ports, as 
$97,993,156 in 1912 and $115,188,541 in 1913. 57 Part of 
this represents passage money of immigrants and foreign 
visitors to the United States, but part represents fares 
paid to foreign shipping companies by American tour- 
ists. As already indicated, if we should apply to 1920 
the freight ratios given in the estimate cited for 1914 (5 
per cent for exports and 3 per cent for imports) the net 
freight receivable by the United States, after deducting 
port expenses, would be $60,773,000. In spite of the 
severe decline of freight rates in 1920 it is not probable 
that the averages for the year reached the level of 1914, 
but for the reasons indicated above it is not probable 
either that the gap between the outward and the inward 
ratio of freight to cargo was so great as that given in 
the estimates for 1914. 58 If, however, the outward 
freight ratio be taken as 8 per cent, and the inward 
ratio as 5 per cent, thus approximately preserving the 
difference shown by the 1914 estimates, the freight 
payments receivable, after deducting one-fifth for port 
expenses, would be $202,579,000, and the freights pay- 
able $109,973,000. The net freight receivable would 
thus be about $93,000,000. In the writer's opinion this 
overstates rather than understates the net shipping bal- 
ance receivable by the United States in 1920. 

2. Immigrants 1 Remittances 

It is generally agreed that immigrants' remittances 
since the armistice have been much larger than they 
were before the war. The reasons for the increase are 
not far to seek — the more favorable position of the 

67 In 1914 it was $69,236,051, and in 1915, $24,042,558. Johnson and 
Huebner, Principles of Ocean Transportation, 1919, p. 489. 

68 It is probably also doubtful whether, on an average of years, outward 
freight rates exceeded inward freight rates in the immediate pre-war period 
to the extent indicated in this estimate for 1914, which was a year of unusu- 
ally low rates. See The Review of Economic Statistics, July, 1919, pp. 231, 
249; and the data on British homeward and outward rates in Johnson and 
Huebner, Principles of Ocean Transportation, pp. 331-335. 

*• According to the price index for "all commodities" of the Federal 
Reserve Bulletin, the yearly average of prices in 1919 was 206 (on 1913 = 100 
as base) and the yearly average in 1920 was 232; see Bulletin of March, 1921, 

P- 33°- 

60 North American Review, January, 1908, pp. 106-116, for a detailed 
account of this investigation. See The Review of Economic Statistics, 
July, 1919, pp. 230, 231. 

61 Statistical Abstract of the United States, 1916, p. 726. During the war 
the volume of international postal orders issued by our Post Office steadily 
decreased; in 1915 they were $60,772,000 and in 1918, $25,938,964. Ibid., 
191 8, p. 828. This decrease in money orders does not necessarily indicate a 
decline in remittances. The continuance by the Post Office of conversion at 
par rates of exchange would itself sufficiently explain the falling-off in postal 
money orders. 

62 See pp. 230-232. This was also the estimate of Sir George Paish for the 
year 1908-09. Ibid., p. 232. 

63 The Review of Economic Statistics, Supplement, April, 1920, p. 19. 



workman in this country, during most of the period, 
than in European countries, the increased need of as- 
sistance in the home countries, the depreciated ex- 
change, and similar factors. There is no doubt that the 
discount on European currencies has induced British, 
German, and other immigrants and residents here, be- 
sides the southern European peoples who have usually 
furnished the bulk of these remittances, to send home a 
greater volume of funds than they would otherwise have 
done. It is evident that even if the remittances were 
not larger, in proportion to purchasing power, than 
before the war, the inflated price level would of itself 
translate them into a much larger aggregate sum. Thus, 
if remittances in 1913 were $200,000,000 they would 
amount in 1919, solely by reason of the rise of prices, 59 
to $412,000,000, and in 1920 to $464,000,000. 

Probably the most comprehensive first-hand study of 
immigrants' remittances before the war was that made 
by C. F. Speare 60 for the year 1907. It was based on an 
inquiry among the foreign bankers who handled the 
greater part of these remittances, and was supple- 
mented by reference to the amounts of international 
postal orders issued annually by the United States 
Post Office. These postal orders increased surprisingly 
after 1900. In 1885 they amounted to $6,840,000, in 
1895 to $12,906,000, and in 1900 to $16,749,000. By 
1907 they had reached $84,080,711, and by 1911, $109,- 
6o4,639. 61 The amount forwarded by bankers' drafts in 
1907 Mr. Speare found to be $125,000,000. In addi- 
tion, the express companies did a large business, cal- 
culated at about $20,000,000 to $25,000,000 a year. 
The total sum remitted to Europe in 1907 Mr. Speare 
estimated at $250,000,000. It is probable that Mr. 
Speare's total was somewhat too large, as a statement 
covering only immigrant remittances. A portion of this 
money was probably sent to Europe in purchase of 
small parcels of goods, which figured in merchandise 
imports. Against it, too, would have to be counted the 
cash brought to the country by newly arriving immi- 
grants, though this would be partially offset by cash 
carried out of the country by emigrants. The net sum 
of immigrants' remittances was estimated in the 
Review of July, 1919 as averaging $150,000,000 62 a 
year in the period 1896-1914, and by 1914 it probably 
amounted to from $200,000,000 to $250,000,000 a year. 

In our study of the balance of payments for the year 
1919 immigrants' remittances were estimated at $300,- 
000,000. m I have since had reason to believe that this 
estimate was much too low. The Committee on Eco- 
nomic Research has for some months past been con- 
ducting an investigation of this item, from which some 
tentative conclusions may already be drawn. The data 
thus far gathered show the yearly remittances of for- 
eigners as taken from the records of representative 
banks in Detroit, Cleveland, and other cities having a 
large foreign population, and also the total of yearly 
remittances from Massachusetts. Though I am not at 
liberty to publish the absolute figures, an accurate idea 
of the increase of immigrants' remittances may be had 
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from the following: the yearly aggregates of drafts sold 
to foreigners by certain Detroit banks doing a large 
foreign remittance business show an increase of 178 per 
cent in 1920 compared with 1913 : — 

{Total for ipij = 100) 



Year 


Number 

of drafts 


Amount 
of drafts 


Year 


Number 
of drafts 


Amount 
of drafts 


1913 . . 


IOO 


IOO 


1918... 


. 86 


67 


1914.. 


.. 84 


82 


1919... 


• 231 


228 


I917.. 


. . 68 


69 


I92O . . . 


• 5°2 


278 



The relative yearly volume of remittances shown by the 
records of a prominent Cleveland bank was: — 



{Total for ipij = 100) 



Year 

1913 
1914. 

1915 
I916 . 



Amount 
of drafts 


Year 


IOO 


1917 


IOO 


1918 


83 


1919 


IOO 


1920 



Amount 

of drafts 

133 
166 

333 
500 



Data from this bank combined with those of another 
handling large Italian remittances especially showed 
the relative volume of remittances in 1917-20 to be, 
taking 1917 as 100, 134 in 1918, 239 in 1919, and 340 in 
1920. The combined figures for the Detroit and Cleve- 
land banks would show the relative increase since 1913 
to have been: — 



!9!3 

1914 
1917. 



IOO 


1918 


86 


1919 


83 


1920 



90 

253 
33i 



Opinions gathered from many bankers in Detroit, 
Cleveland, Youngstown, Rochester, and other cities, 
also indicated that the increase in remittances after the 
armistice was very large, as did also data gathered from 
banks showing foreign withdrawals, and the drop in 
foreign deposits. In Youngstown and some other cities 
it was the opinion of bankers that a large portion of the 
foreign draft business went to New York during the 
period of the war, when most local banks lost their 
European connections, so that figures from the inland 
cities would not represent adequately the great volume 
of remittances from those localities. This would prob- 
ably explain in part the moderate decrease shown during 
the war period. Though most of the data which have 
been gathered by the Committee are not yet in shape 
for publication, 64 and any estimates here given must be 
regarded as purely tentative, it is probably true that 
foreign remittances since the armistice have been at 
least three times as great as those of the immediate 
pre-war period. Besides the factors already mentioned 
as tending to increase remittances after the armistice, 
it is generally conceded that never before, even during 
the war period, has there been such organized effort to 
bring relief to Europe. Besides the Relief Administra- 
tion and the Red Cross, items already counted, the 
Y. M. C. A., the Knights of Columbus, and the like, 
there are the Federal Council of the Churches of Christ 
in America, the Jewish Joint Distribution Committee, 
and similar organizations. All of these have made im- 



portant remittances of funds and supplies since the 
armistice, which should be added to those ordinarily 
included under the term immigrants' remittances. It is 
known that a large number of German societies, with 
headquarters in New York, have been sending relief 
funds to Germany. At a conference of New York 
bankers last October it was estimated that remittances 
in 1 91 9 aggregated $900 ,000,000. 65 As already stated, 
some deductions would need to be made from such a 
figure to represent remittances intended for the pur- 
chase and import of small parcels, and any excess of 
cash brought in by arriving immigrants over cash car- 
ried out by emigrants, but these deductions would not 
be important; as to the second, it is not improbable 
under the conditions that cash carried out exceeded that 
brought in. In view of evidence of this sort, it is esti- 
mated that immigrants' remittances and relief funds 
other than those counted as government items could 
not have been less than $600,000,000 in 1919. All the 
evidence I have secured indicates that in 1920 the 
volume of remittances was even greater than in 1919, 
and that the aggregate of remittances in 1920 was 
probably not less than $700,000,000. 

3. Miscellaneous Items in the Balance of Payments 

The most important item of our balance not yet con- 
sidered is tourists's expenditures. Prior to the war 
these were estimated to amount to from $150,000,000 to 
$200,000,000 a year. 66 Paish's 67 estimate for 1909 was 
$170,000,000, and that of Bradstreet's 68 for 1914 $175,- 
000,000. During the war tourist travel virtually ceased, 
and in our balance for 1919 tourists' expenditures were 
estimated at $50,000,000. The advices from Europe 
early in 1920 indicated that a greater influx of tourists 
than ever before was being anticipated and planned for. 
For 1920 tourists' expenditures were probably not less 
than $150,000,000. Several observers to whom this 
estimate was submitted considered it too low, particu- 
larly if passage money paid to foreign shipping com- 
panies be included. 69 

Another item worthy of note is marine, fire, and other 
forms of insurance. It is known that the number of 
foreign insurance agencies in this country and the 

64 I am indebted for the data given above to Professor Allyn A. Young 
and Professor Anna Bezanson, who are conducting the investigation for the 
Committee on Economic Research. 

66 This estimate, which was agreed upon by the bankers present, was 
distributed as follows: — 

Germany $300,000,000 

Italy 250,000,000 

Poland 150,000,000 

Greece 60,000,000 

Roumania 50,000,000 

France 25,000,000 

Norway and Sweden 25,000,000 

Hungary, Czecho-Slovakia, Jugo-Slavia, and 
Austria 40,000,000 

66 See The Review of Economic Statistics, July, 1919, p. 230. 

67 The Balance of Trade of the United States, National Monetary Commis- 
sion, 1910, pp. 178-180. 

68 Bradstreet's, November 21, 1914, p. 754. 

69 In computing the shipping balance (see above, p. 193) no allowance was 
made for passenger service. 
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volume of business done by them is large; and on the 
other hand American insurance companies operate in 
foreign countries. Though the net remittances are un- 
doubtedly from the United States, all investigations 
hitherto attempted indicate that the yearly sum is 
small and its precise amount is very difficult, perhaps 
impossible, to determine. Reference has been made in 
previous studies to the investigation by the Spectator, of 
New York, covering fire and marine insurance, which 
was based on a compilation of the net amounts which 
the United States branches of seventy-two foreign in- 
surance companies remitted to or received from their 
home offices in each year from 1914 to 1918: the aggre- 
gate net remittances from the United States in this 
five-year period were given as only $8,967,3ii. 70 An in- 
vestigation by the Shipping Board and the War Trade 
Board for the first half of 1918 showed that in our trade 
with thirteen neutral countries the net remittance for 
marine insurance was only $826,000 and for war risk 
insurance only $250,000. Some idea of the complex and 
difficult considerations 71 which enter into the determin- 
ation of the insurance item may be had from the fact 
that this computation was regarded by those responsible 
for it as subject to so great an element of error as to be 
of little worth, and the investigation was dropped. In 
view of the small size of this item and of the uncertainty 
as to the degree of error in the computation, it is omitted 
from the balance for 1920. 



III. THE BALANCE OF INTERNATIONAL 

PAYMENTS 

JULY I, 1914-DECEMBER 31, 1920 

In the two tables which follow there is presented the 
balance of international payments of the United States 
in the calendar year 1920. The first table presents the 
various items which required payments to the United 
States and those which required payments from the 
United States. In the second table, for each item re- 
quiring payments to and payments from the United 
States there is stated the net credit or debit balance, as 
the case may be. As previously stated, it is not possible 
to do more than approximate some of the items of our 
foreign balance. It therefore seems unwise to give to 
the tables an appearance of minute accuracy by list- 
ing separately the many comparatively small items of 
governmental international receipts and expenditures 
merely because accurate data for them are available. 
Only the totals of these items are therefore entered in 
the tables, and for a detailed statement of them the 
reader is referred to p. 186 above. References to the 
sections of this paper explaining the other items will 
also be found in the first table. 

These summary tables show an unfunded foreign, 
balance accumulated in 1920 in favor of the United 
States of $1,582,000,000. This statement is not given 

70 See The Review oe Economic Statistics, July, 1910, p. 250. 

71 For a statement of some of the difficulties, see ibid., p. 250. 



Balance of International Payments of the 
United States for the Year 1920 

{Units of $1,000,000) 



1. Exports of merchandise, declared values . . . 

2. Exports of silver 

3. Exports of gold, corrected. (See p. 181) . . . 

4. Exports of Federal Reserve notes. (See p. 

184) • 

5. Relevant government receipts. (See p. 185) 

6. Foreign loans matured and paid off. (See 
p. 188) 

7. Interest on American capital abroad. (See 

P- 191) 

8. Freight payments receivable on exports 

carried in American vessels. (See p. 193) . 

1. Imports of merchandise 

2. Impo'rts of silver 

3. Imports of gold, corrected. (See p. 181) 

4. Government credit advances and other in- 
ternational payments. (See p. 185) 

5. New foreign bond issues. (See p. 187) 

6. American and other foreign-held securities 
sold to the United States. (See p. 189) 

7. Foreign currency bonds sold in the United 
States. (See p. 189) 

8. Other private foreign investments. (See 

P- 19°) ; • • • 

9. Interest on foreign capital in the United 

States. (See p. 192) 

10. Freight payable on imports carried in foreign 

vessels. (See p. 193) 

n. Immigrants' remittances and relief. (See 

PP- J 97) 

12. Tourists' expenditures. (See p. 198) 

Totals 

Net Credit Balance 



United 
States 

creditor 



8,229 
114 
342 

IO3 

S7 
57i 
15° 
203 



9,709 
1,582 



United 
States 

debtor 



5,279 

88 
392 



362 
506 



100 

200 

100 

no 

700 
150 



8,187 



Net Balance of International Payments of the 
United States for the Year 1920 

{Units of $1,000,000) 



1. Excess of exports of merchandise, declared 
values 

2. Net exports of silver 

3. Net exports of Federal Reserve notes 

4. Net interest payments receivable 

5. Net freight payments receivable 

1. Net import of gold, corrected 

2. Net international payments of United States 
government 

3. Net private investment of American capital 
abroad 

4. American and other foreign-held securities 
sold to the United States 

5. Immigrants' remittances and relief 

6. Tourists' expenditures 

Total 

Net credit balance 



United 

States 

creditor 



2,950 

26 

103 

50 

93 



3,222 
1,582 



United 
States 
debtor 



50 
305 
235 

200 
700 

150 



1,640 



200 
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as a final estimate of our balance last year. It is subject 
to modifications in the light of certain considerations 
which are regarded by the writer as too indefinite to 
warrant their inclusion in the tables. The chief of these 
considerations are as follows, (i) As previously stated, 1 
it is generally agreed that the official statistics of mer- 
chandise exports last year were overstated, because they 
were based upon prices given in exporters' declarations, 
whereas by reason of the high premium on the dollar 
last fall in foreign exchange markets, particularly in 
Latin America, many shipments had to be sold below 
the invoice prices or returned unsold to the United 
States. It has been stated by several competent observ- 
ers that for this reason the Department of Commerce 
figures for exports must be written down at least $250,- 
000,000. Allowing for any overvaluations which may 
have occurred in imports, it appears probable that the 
export figures should be reduced $200,000,000. This 
would give an unfunded credit balance of $1,382,000,- 
000. (2) It is not possible to state to what extent the 
unfunded balance would be affected by any changes 
which may have occurred in the aggregate amount of 
cash balances of foreign banks in American banks and of 
American banks in foreign banks. This subject will be 
discussed more at length later. 2 Concerning the extent 
to which these considerations would affect the balance 
given in the tables, the reader may draw his own con- 
clusions. In general, because of the estimates which 
have been widely current that the unfunded balance 
financed by bankers' credits was between $3,000,000,- 
000 and $4,000,000,000 as long ago as last September, I 
have been careful to use only the lowest estimates 
which I have received of the debit items, unless the evi- 
dence clearly supported more strongly a different figure. 
It seems altogether probable, therefore, that the un- 
funded balance accumulated last year, as given by these 
tables, represents a maximum figure. 

The statement of our international balance in 1920 
does not by itself, however, throw much light upon the 
more important question of our aggregate unfunded 
credit balance accumulated since the beginning of the 
war and outstanding at the end of last year. To get 
further information on this problem I have revised our 
balances, as previously given in the Review, for the 
calendar year 19 19 3 and the four and a half years July 1, 
1914-December 31, 1918. 4 The revised balances are 
given below. In each case the sources of the data are 
given in the accompanying footnotes. As here stated, 
the balances contain a number of important new items 

1 See above, p. 180. 2 See below, p. 204. 

3 The Review of Economic Statistics, Supplement, April, 1920. 

* The Review of Economic Statistics, July, 1919. 

' The principal changes in the balance for 1919 are as follows: (1) Later 
information showed that the government credit advances and the govern- 
ment's purchases of foreign currencies during the year had been overstated, 
but that data on a number of new items not included in the earlier statement 
brought the totals of the government's international receipts and expendi- 
tures to about the same figures as those given in the earlier statement. A 
detailed list of the government items in 1919 will be found in the table given 
below. (2) In the earlier statement, American securities returned and 
American purchases of foreign currency bonds were regarded as too uncer- 
tain in amount to be included in the table. (3) The net interest payments 



on which information was not available when the earlier 
estimates were published, and also some corrections in 
items previously given. 5 The corrections made in the 
balance for 19 19 do not change greatly the net unfunded 
balance which was shown by the statement given last 
year. The revised statement shows an unfunded credit 
balance for the year 1919 of $1,091,000,000. Combin- 
ing the figures for 1919 and 1920, the unfunded balance 
accumulated in favor of the United States probably did 
not exceed $2,673,000,000. 

Balance of International Payments of the 
United States for the Year 1919 

(Units of $1,000,000) 



1. Exports of merchandise and silver 

2. Exports of gold, corrected. (See above, p. 
181) 

3. Interest payments and repayments of prin- 
cipal of gov't credit advances, and other 
relevant gov't receipts. (See note 5, table) . 

4. Foreign private loans matured and paid off a 

5. Interest on American private investments 
abroad 

6. Net freight payments receivable, and sale of 
ships b 

7. Exports of federal reserve notes and other 
U. S. currency c 

1. Imports of merchandise and silver 

2. Imports of gold, corrected. (See above, p. 
181) 

3. Cash advances under gov't credits to foreign 
gov'ts, purchases of foreign currencies, and 
other "relevant gov't expenditures. (See 
note 5, table) 

4. New foreign bond issues ° 

5. American and other foreign-held securities 
sold to the United States. (See above, p. 189) 

6. Foreign currency bonds sold in the United 
States. (See above, p. 190) 

7. Other foreign private investments d 

8. Earnings of foreign private capital in the 
United States. (See above, p. 192) 

9. Immigrants' remittances. (See above, p. 197) 
10. Tourists' expenditures * 

Totals 

Net credit balance 



United 
States 
creditor 



8,l6l 
4IO 

273 
SIS 

I50 

93 
9i 



United 

States 
debtor 



3,993 
250 



2,648 
436 

ISO 





75 




300 




100 




600 




So 


9,693 


8,602 


1,091 





a. See The Review of Economic Statistics, Supplement, April, 1920, 
p. 14. 

b. See The Review of Economic Statistics, Supplement, April, 1920, 
pp. 17, 18; and above, pp. oo. 

c. Annual Report of the Federal Reserve Board, 1919, p. 51. This figure 
is the amount represented by export licenses granted by the Board from 
January 1 to June 7, 1919. Exports in the last half of the year are not avail- 
able, the embargo having been removed. On the other hand, statistics of 
imports of currency, other than gold and silver, are not available either. 

d. See The Review of Economic Statistics, Supplement, April, 1920, 

P-iS- 

e. See The Review of Economic Statistics, Supplement, April, 1920, 

pp. 19, 20. 

This figure, however, does not take into account the 
period of the war. It seems to be agreed by all invest!- 
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gators of our international balance that at the close of 
the war there was a balance of short-time credits in favor 
of Europe. In one study published last year that bal- 
ance was assumed to have been about $200,000,000. 6 In 
our own first study of our international balance in the 
Review, July, 1919, 7 which covered the period July 1, 
1914-December 31, 1918, the information then avail- 
able indicated that the outside world was our creditor on 
current items to the extent of about $437,000,000. In 
the past year, I have endeavored especially to get fur- 
ther information upon the items composing our war- 
time balance, because it seemed clear that the accuracy 
of post-war estimates of the extent to which our balance 
has been financed by bankers' credits must depend in 
large part upon the condition which was left over from 
the tremendous export balances and the large-scale 
financing operations of the war period itself. 

The revised statement of the balance of payments 
during the war period which is here given shows that on 
the aggregate of all transactions between the United 
States and foreign countries from July 1, 1914 to De- 
cember 31, 191 8 there was accumulated a net unfunded 
balance in favor of foreign countries amounting to 
$2,057,000,000. In minor part, the difference between 
this figure and that given in our previous study is due to 
the inclusion of a number of relatively small new items, 
the data for which were not available when the first 
study was made, and to some relatively unimportant 
corrections in certain items already included. The new 

receivable are stated as somewhat smaller, and immigrants' remittances 
much larger, than the figures given last year. The grounds for these esti- 
mates are given above, pp. 192, 197. 

The Balance of International Receipts and Expenditures oe the 

United States Government in 1919 

(Units of $1,000,000) 



Repayments of principal of U. S. gov't credit ad- 
vances to foreign gov'ts 

Interest payments on U. S. gov't credit advances . 
Reimbursements by Germany of cost of Army of 
Occupation 

Cash advances under U. S. gov't credits to foreign 

gov'ts 

U. S. gov't purchases of foreign currencies to cover 

expenditures in Europe 

Payments to Great Britain for ocean transportation 

of American troops , 

Cost of Army of Occupation 

Relief 

Repayment of Spanish peseta credit 

Red Cross remittances of cash and supplies to other 
than American soldiers and sailors 

Totals 

Net debit balance 



Credit 



69.3" 
174.2 " 

29.6 b 



273.I 



Debit 



1,758.0 » 

426.3 ° 

55-5° 

242.4 s 

94-9 d 
23.4 e 

47-4 ' 



,647.9 
,374-8 



a. Data furnished by Mr. Nicholas Kelley, formerly Assistant Secretary of the Treasury in 
charge of Foreign Loan Section. 

b. Data furnished by Foreign Claims Section, War Department Claims Board; see above, 
p. -186. 

c. Ditto; see above, p. 186, n. 

d. Data furnished by Mr. Nicholas Kelley; "The American Relief Administration reported 
commodities delivered and services rendered to European countries in the calendar year 1019 
of $94,929,246.77, for which obligations have been received by the Treasury in the amount of 
$84,093,963.55" (letter to the writer, March 18, 1921). 

e. Data furnished by Mr. Nicholas Kelley, see below, p. 202, n. 

/. Data furnished by Comptroller Lewis of the American Red Cross, see above, p. 198. 



Balance of International Payments of the United States 
July i, 1914 to December 31, 1918 

(Units of $1,000,000) 





United 
States 
creditor 


United 
States 
debtor 


I. 


Exports of merchandise and silver 

Exports of gold 


22,974 
739 

76 
260 

640 

97 
30 

919 


... 


3- 


Exports of federal reserve notes and 
other U. S. currency " 




4- 


Interest paid on government credit ad- 
vances to foreign governments 6 




5- 


Interest on American private capital 
abroad b 




6. 

7- 
8. 


Argentine peso credit to stabilize exchange 6 
Spanish peseta credit to stabilize exchange 1 * 
Freight payments receivable on exports 
carried in American vessels" 




1. 
?, 


Imports of merchandise and silver 

Imports of gold 


II,l66 
1,783 

7,685 

1,520 
2,000 

54° 
I,0l8 

71 
III 


3- 


Cash advances under government credits 
to foreign governments f 


4- 


Foreign loans issued in U. S., Aug. 1, 1914 
-Dec. 31, 1918 and outstanding on latter 
date ° 


5- 
6. 


American securities returned from Europe* 
Interest on foreign capital in the United 
States * 


7- 

8. 


U. S. government purchases of foreign cur- 
rencies to cover expenditures in Europe * . 
Purchases of rupees by Federal Reserve 
Bank of New York from Great Britain to 
furnish rupee exchange to American im- 
porters »' 


Cl- 


Red Cross remittances of cash and sup- 
plies other than those to American soldiers 
and sailors * 


io. 


Freight payable on imports carried in 
foreign vessels " 


1,084 


11. 


Payments for the chartering of foreign 
vessels ' 


214 


T? 


Immigrants' remittances m 


600 




Totals 






25.735 


27,792 
2,057 




Net debit balance 







• The Chase Bulletin, October 5, 1920, p. 3. 



7 Page 251. 



a. Amounts represented by export licenses granted by the Federal 
Reserve Board from September 7, ipr7 to December 31, 1918, see Annual 
Report of the Federal Reserve Board for the year 1918, p. 260. No data are 
available for the period before our gold embargo went into effect. On the 
other hand, there are no data on the amount of currency, other than gold and 
silver, imported. 

b. The figure for interest receivable given in the Review, July, i9i9,p. 
251, was too large, owing chiefly to the fact that too much allowance was 
made for interest on the government credit advances to foreign govern- 
ments. On the government receipts of interest better data are now available. 
In the present table the interest actually paid during the war period on the 
government advances and that on American private capital abroad are 
stated separately. The total interest paid on the government advances to 
December 31, 1920 was $437,349,391 of which $3,483,893 was paid in 1920, 
$174,198,272 in 1919, and $259,667,226 prior to that year (Report of the Sec- 
retary of the Treasury, 1920, p. 57, and data furnished by Mr. Nicholas 
Kelley, formerly Assistant Secretary in charge of the Foreign Loan Section). 

The interest on American private capital abroad cannot be exactly calcu- 
lated, but an approximation is given. According to a compilation of the 
Guaranty Trust Company of New York (see The Review or Economic 
Statistics, July, 1919, p. 248), the total of foreign loans outstanding on 
December 31, 1918 was $2,163,822,580; the loans issued since August 1,1914 
and outstanding on December 31, 1918 aggregated $1,689,200,000 (ibid., p. 
247); the difference between these two figures, or $474,622,580, represented 
pre-war issues still outstanding. The maximum estimates of American capi- 
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tal abroad before the war put the total at $1,500,000,000 (ibid., p. 230). This 
probably overstates the amount. If these two figures were averaged, the 
average amount of pre-war investments outstanding in the war period would 
be about $1,000,000,000. At 5 per cent the interest would be $50,000,000 a 
year, or $225,000,000 for the four and a half years July 1, 1914-December 31, 
1918. This estimate probably overstates the interest on pre-war invest- 
ments. 

The interest on loans placed here during the war can also be roughly 
approximated. As stated above, at the end of 1918 the amount of these loans 
still outstanding was $1,689,200,000. On March 31, 1917 it was $2,375,000,- 
000 (ibid., p. 246). In other words, these loans were issued chiefly before our 
own entry into the war; after that time European purchases here were 
financed, and European exchanges stabilized, mainly by the credit advances 
of our government to foreign governments, and new loans privately floated 
were less than those maturing. If interest receivable on war-time issues were 
computed for 1918 and 1917 at 5^ per cent on the totals given above, it would 
amount to $93,000,000 and $131,000,000, respectively. On December 31, 
1916, the total of war-time issues outstanding was $2,150,000,000 (ibid., p. 
246), on which the interest at 5 J per cent would be $118,000,000. If the 
issues making up this total were equally divided between 1915 and 1916, the 
interest at the end of 1915 (on $1,075,000,000) would be $59,000,000. Sum- 
ming up the interest on war-time issues it would amount, for the entire 
period, to about $401,000,000; and the total interest on all American private 
investments abroad would not exceed $640,000,000. 

(c) The credit was for 100,000,000 pesos (gold); the gold peso equals 
U. S. $0,965; see Annual Report of the Federal Reserve Board, 1918, p. 340. 
For details of the repayments of this credit, see above, p. 183; and The Re- 
view of Economic Statistics, March, 1921, pp. 51, 52; the repayments are 
counted in the gold balances for 1919 and 1920. 

d. The credit authorized was 250,000,000 pesetas, but only 155,000,000 
pesetas was used. At par of exchange (19.3 cents) the credit availed of 
amounted to $29,915,000. In 1919, $23,415,000 was paid off by the Treasury 
and $6,500,000 in 1920; these amounts are included in our balances for those 
years. Report of the Secretary of the Treasury, 1920, pp. 68, 69, and data 
furnished by former Assistant Secretary Kelley. 

e. See The Review of Economic Statistics, July, 1919, pp. 248-250. 
/. Report of the Secretary of the Treasury, 1920, pp. 330-337. 

g. This item is taken as given in the war-period balance in The Review 
of Economic Statistics, July, 1919, p. 251. The total of foreign loans issued 
here from August 1, 1914 to December 31, 1918 and outstanding on the latter 
date was $1,689,200,000; these are par value figures, and the actual capital 
which went abroad was taken as 90 per cent, or $1,520,000,000 (ibid., p. 247) ; 
it probably exceeded that figure. In the post-war balances no attempt has 
been made to reduce par values to market values in view of the degree of 
error in other items of the balance; at the most, the difference probably 
would not amount to 5 per cent of the aggregate of the loans in the post-war 
period. 

h. The interest payable on foreign capital in the United States was un- 
doubtedly understated in our earlier balance. Before the war foreign capital 
here was estimated at from $4,500,000,000 to $5,000,000,000, on which the 
yearly interest would be not less than $200,000,000. The American securities 
returned to this side down to December 13, 1918 amounted to about $2,000,- 
000,000 (The Review of Economic Statistics, July, 1919, pp. 245, 246; also 
above, p. 192); so that at the end of the war foreign capital here was probably 
not less than $2,500,000,000, and the interest and other earnings undoubtedly 
exceeded considerably $100,000,000 (See above, p. 193). The great inflow of 
American securities occurred before our entry into the war, becoming marked 
again in the post-war period; during our participation in the war, stabiliza- 
tion of the exchanges (for which these securities had been used) was effected 
chiefly by our government's credit advances. According to the computations 
of Mr. Loree and others (ibid., pp. 245, 246) of American securities returned; 
the amount of foreign capital invested here would be reduced to about 
$4,100,000,000 at the beginning of 1915, $3,600,000,000 by July 31, 1915, 
$2,800,000,000 by July 31, 1916, and $2,600,000,000 by January i, 1917. 
Computing the interest at 4 per cent on each of these totals, and taking 
averages of the amounts thus computed at the beginning and end of each 
period given, we may estimate the interest paid on foreign capital owned 
abroad as $86,000,000 in the last half of 1914, $72,000,000 in the first half of 
1915, $128,000,000 for the twelve months July 31, 1915 to July 31, 1916, and 
$54,000,000 for the last half of 1916; for 1917 and 1918, the interest would 
not be less than $100,000,000 a year. The total would thus be $540,000,000. 
Including dividends and other earnings, this would probably represent 
a considerable understatement of the income of foreign capital during the 
war period. 

*. The Report of the Secretary of the Treasury, 1920, pp. 67, 68, and data 
furnished by former Assistant Secretary Kelley. The total purchases of 
foreign currencies from the time the arrangement began in January 1918 to 
the end of 1920 amounted in dollars to $1,490,557,111 ; of this $1,018,137,181 
was purchased in 1918, $426,335,605 in 1919, and $46,084,225 in 1920. 

/. The Report of the Secretary of the Treasury, 1920, p. 72, and Annual 
Report of the Federal Reserve Board, 1919, pp. 323, 324. 



h. Data furnished by Comptroller Lewis of the American National Red 
Cross; see above, p. 187. These figures relate exclusively to remittances of 
cash and supplies not for the use of American soldiers and sailors. As stated 
above, p. 187, remittances to the latter do not belong in our balance of inter- 
national payments. 

I. Data from the Shipping Board; see The Review of Economic 
Statistics, July, 1919, p. 250, n. 

m. This item is taken without change from the earlier balance; ibid. , p. 
251. It is probably understated. The data presented above (p. 197) indi- 
cate that immigrants' remittances, which were at least $200,000,000 a year 
just before the war, probably declined somewhat in the early war years, but 
in 1918 exceeded the pre-war figures. Even at $150,000,000 a year, the total 
for the four and a half years covered by the table would be $675,000,000. 

items included and the corrections in old items may be 
seen by comparison with the balance given in the earlier 
study; 8 the chief of them are noted in the accompanying 
footnote. 9 But mainly the difference is due to the in- 
clusion in the present table of the purchases of foreign 
currencies made by the United States government in 
1918. As previously stated, 10 these purchases occurred 
under an arrangement made with the Allies in January- 
's, whereby the United States deposited dollars on 
this side to the credit of the Allied governments and in 
return was supplied by them with an equivalent amount 
in foreign currencies to cover our expenditures in the 
Allied countries. In 1918 these purchases aggregated 
$1,018,137,181. After the armistice the purchases 
naturally decreased, being $426,335,605 in 1919 and 
$46,084,225 in 1920. As has been pointed out, the de- 
posit of dollars here for this purpose was precisely simi- 
lar in its effect to the cash advances made under the 
government credits to the Allied governments. It sup- 
plied funds for the purchase of our exports, and repre- 
sented an addition to the financing of the export balance 
by means of the government credit advances. 11 

So far as known to the writer, the large purchases of 
foreign currencies in 191 8 and the other new items in- 
cluded in this revised statement of our war-time balance 
have never previously been taken into consideration in 
the estimates which have been made of our balance of 
international payments. It may occasion surprise to 
some, nevertheless, as it did to me upon discovering it, 
that our war-time balance should have shown so large 
an unfunded balance in favor of foreign countries. In 
judging of the validity of the estimate here given, it 
should be noted that, to a considerably greater degree 
than in the post-war period, the data on the major items 
of our international balance during the war period can 
be drawn directly from official records. Of the eight 

8 See The Review of Economic Statistics, July, 1919, p. 251. 

9 See above, p. 200. 

10 The new items included on the credit side of the balance are the Argen- 
tine peso and the Spanish peseta credits of 1918, and the exports of the 
federal reserve notes and other U. S. currency. As stated in the footnote to 
the table, the interest items are recomputed. On the debit side, the new 
items included are U. S. government purchases of foreign currencies, the 
purchases of rupees by the Reserve Bank of New York, and the Red Cross 
remittances other than those to American soldiers and sailors; also, the cash 
advances of our government to foreign governments, which in the earlier 
statement were given as of November 15, 1918, are brought down to January 
i, 1919. 

11 From the point of view of the United States, the purchases of foreign 
currencies would be akin to an ordinary import of merchandise, or rather to a 
payment made in defrayal of merchandise imported. Instead of importing 
the goods, we exported the consumers of the goods (our troops, etc.) and also 
the means of payment for the goods thus consumed at our charge abroad. 
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items comprising the credit side of the balance all but 
two are of this character; and of the twelve items on the 
debit side, all but four are taken directly from authentic 
records. The only estimated items are American securi- 
ties returned from Europe, freight payments, interest 
payments on private capital, and immigrants' remit- 
tances. The first is based upon the original investiga- 
tions of Mr. Loree and others and the statements of the 
British Treasury. The estimates of freight payments 
are based upon the first-hand investigation made by 
C. S. Duncan for the Shipping Board in 191 8; as ex- 
plained in detail in an earlier place, 12 there are grounds 
for believing that these estimates understate the net 
amount of freights payable by the United States during 
the war period. As stated in the footnote accompanying 
the present table, it seems probable also that the esti- 
mate of the interest payments overstates the net amount 
receivable by the United States. Similarly the estimate 
of immigrants' remittances is regarded as very conserva- 
tive. Moreover, most of the estimated items just named 
played a minor part in the aggregate balance compared 
with the huge merchandise export balances and the 
public and private loans whereby they were financed. 

There can be little doubt, therefore, that the net un- 
funded balance of $2,057,000,000 in favor of foreign 
countries, which is shown by the table to have been the 
outcome of the immense operations of the preceding 
four and a half years, represents a conservative and 
credible statement. That such a balance existed is 
entirely consistent with, and acquires enhanced plausi- 
bility from, the fact that the cash balances in New York 
banks to the credit of foreign governments, foreign 
banks, and others are known to have been very large at 
the end of the war. On this more will be said presently. 
When this large unfunded debit balance outstanding at 
the end of the war is put over against the large unfunded 
credit balance of $2,673,000,000 shown by the com- 
bined balance statements for 1919 and 1920, the net 
result on the aggregate of transactions from July 1, 1914 
to January 1, 1920 is to leave outstanding on the latter 
date a net unfunded foreign balance in favor of the 
United States of $616,000,000. 

It is not necessary, however, to insist that the figures 
which have resulted from the present inquiry are a pre- 

SUMMARY OF OUR INTERNATIONAL BALANCE 

July i, 1914-DECEMBER 31, 1920 
(Units of $1,000,000) 





United 
States 
creditor 


United 
States 
debtor 


Net unfunded 
Balance 


Period 


In favor 

of United 

States 


In favor 
of foreign 
countries 


July 1, 1914-Dec. 31, 1918 . . 
Calendar year 1919 


25,735 
9,693 
9,769 


27,792 
8,602 
8,187 


1,091 
1,582 


2,057 


Calendar year 1920 








Totals 


45,197 


44,5 8 I 


2,673 


2,057 





cise statement of our unfunded foreign balance. As 
already indicated, besides the fact that some items in- 
cluded in the balance statements are but approxima- 
tions, though based upon wide and painstaking inquiry, 
there are a number of elements in our international 
situation, which though they have doubtless played a 
part in determining our foreign balance, remain too 
indefinite on the basis of present information to permit 
of their inclusion in the tables presented. Just what 
their effect upon our balances may have been the reader 
must determine for himself. Some of the more impor- 
tant of these uncertain factors may be briefly indicated: 
(1) as already pointed out, it seems altogether probable 
that the official figures for merchandise exports for last 
year were too high. It is not improbable that some 
reduction should also be made in the export figures for 
earlier years. Not a few cases have come to the writer's 
attention of firms which had sent out shipments on con- 
signment, which later proved either to be unsalable at 
all, or salable only at a reduction in price. It has been 
reported also that American speculators have to some 
extent bought up American goods abroad for resale 
here; though whether this practice reached any con- 
siderable proportions I have no means of knowing. 
Though such goods might be entered in our imports as 
well as in our exports, it is obvious that they would be 
at much lower values in the former than in the latter. 
Other firms have sold goods abroad for foreign curren- 
cies, which they have since held in the hope that they 
would appreciate in value. In the nature of the case, it 
was almost inevitable that with the world, and espe- 
cially Europe, in such a condition as that brought on by 
the war, a large foreign trade, however profitable and 
desirable in the aggregate, could not be carried on with- 
out some serious losses, and that the official export 
statistics, based as they are upon the original export 
declarations, must represent the maximum, rather than 
the actual, aggregate value of our exports in the last six 
or seven years. (2) On the other hand, the report was 
widely current early in 1920 that imports were being 
overvalued, owing to the practice at our custom 
houses of converting the foreign currency values of the 
imports, as stated in the consular invoices, at the par 
rates of exchange rather than at the market rates. As 
shown by a computation in our study last year, the 
quantitative effect of this practice upon the import 
valuations was not great and did not exceed a very 
small percentage of the stated value of imports in 1919. 13 
On the other hand, during the war period, the effect of 
this practice would probably be to undervalue the 
imports, for at that time the Allied exchanges were 
"pegged" at a moderate discount, whereas in most 
neutral markets it was the dollar which was at a dis- 
count. (3) For the balance of payments in the war 
period it has not been possible to compute the aggregate 
of maturing foreign pre-war bond issues in this market. 



Net unfunded balance in favor of United States 616 



12 See above, p. 194. 

13 See The Review of Economic Statistics, 
pp. 10, 11. 
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As will be seen in the table, war-time issues which 
matured prior to December 31, 1918 have been deducted 
from the aggregate of war-time issues, and only the net 
figure entered in the balance. But thus far it has not 
been possible to secure data on pre-war issues which 
matured during the war. In view, however, of the 
relatively small amount of our foreign investments in 
foreign bonds before the war, compared with those 
which have occurred since 1914, and in view of the fact 
that at the close of the war the pre-war issues still out- 
standing totaled $475,ooo,ooo, 14 and that some issues 
which did mature, as Mexican railway bonds, were not 
paid off, it seems improbable that the pre-war issues 
which matured and were paid off during the war were an 
important item in the balance or would affect materially 
the results shown. (4) A more important item, but one 
which it is exceedingly difficult to make allowances for, 
is that of cash balances in banks. This item might 
affect both sides of the balance, since it should include 
the changes which have occurred in foreign balances in 
American banks, and also in American balances in for- 
eign banks. It should be noted, however, (1) that only 
the net changes in these balances, and not their absolute 
amount, would affect the estimates of our unfunded 
balance which have been given in the foregoing tables; 
and (2) that even when so limited, it would be only the 
net changes in cash balances which represented actual 
remittances within the period studied and not already 
included in our tables, which would be relevant. This 
statement will be clearer if applied to such knowledge as 
we now have of foreign balances in American banks at 
the close of the war. 15 . As already stated, during the war 
there was a remarkable growth in the activity of the 
dollar accounts of foreign banking institutions in this 
country. In 1918 (February 20-December 31) accord- 
ing to the records of the Division of Foreign Exchange 
of the Federal Reserve Board, the combined debits and 
credits of these accounts for European Allied countries 
alone were $25,993,542,466, for other European coun- 
tries $2,468,719,572, Asia $2,802,093,807, South Amer- 
ica $1,916,337,532, Central America, Mexico and the 
West Indies $2,344,246,605, Africa $7,580,068, and 
Australasia $36,915,188. There is no means of ascer- 
taining from these aggregates of total transactions how 
large the balances were on any given date, but that they 
were large and had greatly increased compared with 
pre-war years is evident enough. To what extent, how- 
ever, they would affect the statements given in the 

14 See above. 

16 Realizing their importance in relation to the analysis of our balance of 
payments in the war period, I endeavored in the spring of 1919, when pre- 
paring the data of our first study, to secure definite information regarding 
these balances, which were said to be on record with the Division of Foreign 
Exchange of the Federal Reserve Board, but learned that, for reasons of 
public policy, and upon a request by the President, the data were being with- 
held from publication. I have since understood that these records have been 
placed in storage. As indicated in the text, the Annual Reports of the Federal 
Reserve Board for 1918 and 1919 have, however, given some general infor- 
mation regarding these cash balances. 

16 Annual Report of the Federal Reserve Board for the year 1918, p. 56. 

17 The supervision and control of exchange dealers by the Division of 
Foreign Exchange was a part of the machinery to supplement the gold 
embargo, and covered the period February 20, 1918-June 25, 1919. 



tables of the unfunded foreign balance is doubtful. The 
extraordinary figures cited for the Allied nations, for 
instance, were largely due to the loans made to them by 
the United States government and to the purchases of 
foreign currencies by our government, both of which as 
we have seen took the form of a deposit of dollars by 
our government in American banks to the credit of 
Allied governments, to be used by them to purchase 
American exports. With most of the neutrals, our trade 
balance was unfavorable, and the dollar proceeds of the 
exports to the United States from countries which 
maintained balances with American banks and exchange 
dealers were credited to accounts in this country. Bal- 
ances thus accumulated here by the sale of goods to the 
United States were used in turn to make payments 
against shipping documents and warehouse receipts 
representing exports from the United States to these 
neutral countries, many payments thus being made in 
dollars instead of in sterling as before the war. It is 
evident that these transactions are already included in 
our balance statement. In other words, balances of 
foreigners in American banks which were accumulated 
by means of the deposit by the United States govern- 
ment of dollars representing loans to the Allies or the 
purchase of foreign currencies, or balances accumu- 
lated out of imports from foreign countries and used to 
pay for exports to those countries would not represent 
any new item or net addition to our balance of pay- 
ments, being already counted under loans, merchan- 
dise, and dollar purchases of foreign currencies. Cash 
balances so accumulated and standing to the credit of 
foreign countries on December 31, 1918 would be in- 
cluded in the "net unfunded balance" in favor of foreign 
countries which is shown by our balance statement for 
the war period. That these balances were known to be 
very large is indeed striking corroboration that this 
large unfunded balance in favor of foreign countries did 
exist at the close of the war. 

On the other hand, the dollar balances of foreigners 
which were used for the purchase and sale of securities 
in this market for foreign account would constitute an 
additional element not included in our balance state- 
ment. Many of the neutral countries of Europe used 
balances which had accumulated here out of their ex- 
ports to the United States for the purchase of British 
securities in this market. During the period referred to 
(February 20-December 31, 1918), trading in secu- 
rities in the United States markets for foreign account, 
both in dollars and foreign moneys, was heavy; the 
purchases made for foreign account amounted to $442,- 
396,000 and the sales for foreign account to $355,894,- 
ooo, 16 the excess in purchases consisting of American, 
British, and French securities. For other years there 
are no data, since foreign exchange transactions were 
not then under the supervision of the Reserve Board. 17 
But if in every other year of the war there had been the 
same excess of securities purchased here for foreign 
account over securities sold, the aggregate excess would 
have been $387,000,000. This would very probably be 
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an overstatement, since these activities were much more 
important in the late years of the war than they were 
prior to our entry. As previously indicated, from 1914 
until our own entry into the war the great bulk of 
security transactions for foreign account represented 
the sale to this side of American securities, a movement 
which dwindled upon our entering the war when this 
means of exchange stabilization was largely supplanted 
by that of the credit advances of our government to 
Allied governments. Any excess of purchases over 
sales in the late war years, however, should probably be 
counted as an addition to the credit side of our war 
balance, thereby reducing to some extent the large debit 
balance shown by our table. 

Similarly, if during or since the war, there have been 
transfers to New York of balances formerly maintained 
by foreign banks in London, these would increase the 
credit side of our balance; if they occurred during the 
war they would represent a reduction of the large un- 
funded balance my inquiry has indicated; and if they 
have occurred since then they would represent an addi- 
tion to the unfunded balance in favor of the United 
States during the post-war period. To what extent such 
transfers have occurred I have no means of estimating. 
The increased use of dollar exchange, to which reference 
has been made, might make such transfers probable; on 
the other hand, as has just been indicated, payment for 
our exports by foreign countries in dollars rather than in 
sterling has resulted mainly from the accumulation of 
dollar balances, not by transfer of funds from London or 
elsewhere, but by direct sale for dollars of their exports 
to this country. On the other hand, as will be shown 
more fully later, there is no doubt that the post-war 
period has been marked by a substantial recovery by 
London of its trade financing functions, a recovery by 
no means inconsistent, in view of the large value figures 
of post-war foreign trade, with the maintenance of our 
own progress in dollar financing. 

What allowance should be made for all these uncer- 
tain factors, and to what extent they would affect the 
estimates which have here been given of our unfunded 
foreign balance, it is not possible to estimate. But it 
appears probable that were they definitely known and 
included in the balance statement they would be quite 
as likely to show a reduction from the unfunded bal- 
ance, herein stated as outstanding on January first of 
this year, as an addition to it. In any case, the following 
general conclusions appear to be warranted: (1) That at 
the close of the war period there stood to the credit 
of foreign countries a large unfunded balance, a con- 
siderable part of which existed in the form of cash bal- 
ances in American banks, representing mainly dollar 
credits advanced by our government to foreign govern- 
ments and not as yet used, and credits accumulated 
by neutral countries chiefly by the excess of their mer- 
chandise exports to this country over their imports 
from us. 

(2) That upon the virtual retirement of our govern- 
ment from the field of export financing in June 19 19, 



when the large credit advances to foreign governments 
practically came to an end, there still existed an un- 
funded balance in favor of foreign countries. 

(3) That the existence of this balance would go far to 
explain the continuance of the huge war-time export 
balances into the post-war period. 

(4) That although the computation of our interna- 
tional balance in the post-war period indicates, when 
taken by itself without reference to the war period, a 
large excess in favor of the United States, this large 
excess does not indicate, as has been frequently stated, 
that our foreign trade balance was being financed by 
short-time bankers' credits to the extent of several bil- 
lion dollars; but that for the most part this excess in 
favor of the United States in the post-war period repre- 
sented the using up of the credits in favor of foreign 
countries which were left over from our immense export 
financing operations in the war period, in which the 
government credit advances were the principal item. 

(5) And that, though the net unfunded balance in 
favor of the United States on the aggregate of transac- 
tions from July 1, 1914 to December 31, 1920, which is 
shown by the present inquiry, may be somewhat too 
small or somewhat too large, it seems altogether prob- 
able that our unfunded credit balance at the beginning 
of this year did not exceed one billion dollars. 

IV. CONCLUSION: FINANCING OUR 
FOREIGN TRADE 

The balance statements given in this paper are based 
on our dealings with the world as a whole. Under the 
conditions of trade which have obtained, what this 
means is that, in effect, there is subtracted from the in- 
debtedness of Europe to the United States whatever 
indebtedness we may ourselves have incurred in non- 
European countries. Reference was made at the outset 
to the fact that some writers have held that, in the 
present state of international trade, the real magni- 
tude of our unfunded balance can be better shown by 
considering merely our direct relations with Europe. 
Statistically, if we consider simply the period since the 
armistice, this question of what balance to take is less 
important now than it was a year ago — for since last 
summer our own adverse trade balance with the non- 
European world has been rapidly cut down. How 
marked its diminution has been may be seen from the 
fact that whereas from January 1, 1919 to September 1, 
1920 we had an adverse balance of merchandise trade 
with non-European countries of $1,023,000,000, from 
January 1, 19 19 to January 1, 1921 the balance was 
but $711,000,000. For the period of twenty months 
the net balance of merchandise, gold, and silver was 
adverse to the United States by $357,000,000 and for 
the period of twenty-four months it was adverse by 
Only $76,000,000. In other words, by the end of 1920 
there was less to subtract from our floating credits to 
Europe than would have been the case at the end of 1919 
or the middle of 1920, and our net balance with Europe 
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alone more closely resembled our net balance with the 
world as a whole. 

It is not to be supposed, however, that our balance of 
payments with the non-European world would show so 
small a net debit against the United States on January 
i, 192 1 as $76,000,000. For (1) this figure does not 
allow for the export of capital, and for other invisible 
items. Non-European bonds issued here in 1919 and 
1920 totaled $408,000,000 and issues which matured 
$183,000,000, giving an excess of $225,ooo,ooo. 1 The 
debit balance would thereby be increased to about 
$300,000,000, without taking into account the export of 
capital in other forms, or other invisible items. (2) 
Also it does not allow for the fact that exports in 1920 to 
non-European countries were overstated by at least 
$2oo,ooo,ooo. 2 This would raise the debit balance 
against the United States to about $500,000,000. (3) 
The figure of $76,000,000, moreover, leaves out of ac- 
count our adverse balance with the non-European world 
during the war period. 

It therefore seems clear that our balance with Europe 
alone from July 1, 1914 to December 31, 1920 would 
show an unfunded balance in favor of the United States 
from half a bilHon to a billion dollars larger than our 
balance with the world as a whole; so that it is still a 
matter of some importance to determine which balance 
is significant. Stated briefly, the view that the signifi- 
cant balance is that with Europe alone is based on the 
assumption that war conditions and the poverty of the 
warring nations have forced them to pile up an unfunded 
debt not merely in the United States but throughout the 
world, and that therefore they have no credits elsewhere 
in the world to offset their debits to us. From this it is 
concluded that it is not permissible to subtract from 
Europe's debt to us our own debit balances with non- 
European countries. 3 

This conclusion is, I believe, erroneous. In the first 
place, the question is not merely whether Europe has 
had credits elsewhere in the world wherewith to pay off 
indebtedness to the United States, but whether, and by 
what means, the United States has been able to pay off 
its own indebtedness to non-European countries by 
means of its credit balance with Europe. 4 Moreover, it 
is easy to paint too black a picture of the international 
position of Europe. As was predicted in our earlier 
studies, European recovery has been slow. During most 
of the period since the armistice budgetary deficits have 
been the rule (except in Great Britain), current receipts 
have run behind current expenditures, the basis of 
trade has been inconvertible paper, paper issues have 
been multiplied, the ratio of gold holdings to bank lia- 
bilities has diminished, and the gold embargoes have 
been generally maintained. But all this, bad as it is, 
should not blind us to the fact that the foreign trade of 
Europe has been reacting markedly to the altered in- 
ternational situation produced by the war. Our exports 
to Europe last year fell $721,000,000, compared with 
1919, and our imports therefrom increased $477,000,000, 
giving the smallest balance with Europe since 1916 



($3,239,000,000). Up to the turn of prices and the de- 
pression attending it in all countries, both the exports 
and the imports of the principal European countries 
were expanding, but exports were gaining rapidly on 
imports and the adverse trade balances were being cut 
down. Italian exports in 1920 increased 1,738,000,000 
lire or 29 per cent, while imports fell off 761,000,000 lire, 
or 5 per cent, giving a reduction of the trade balance of 
2,499,000,000 lire, or 24 per cent. Belgian exports in 
1920 increased 6,419,000,000 francs, or 280 per cent, 
while imports were increasing 5,498,420,000 francs, or 
114 per cent; the excess of imports fell 471,000,000 
francs, or 16 per cent (from 2,934,000,000 francs in 
1919 to 2,463,000,000 francs in 1920). Recent German 
figures are not available, but in the first five months 
of 1920 the monthly average excess of imports was 
960,000,000 marks as against a monthly average excess 
of imports of 2,041,000,000 marks in 1919; in April and 
May 1920 the trade balance was overturned, exports 
exceeding imports by 1,686,000,000 marks. 
Especially notable has been the improvement in 

1 See above, p. 190; and The Review of Economic Statistics, Supple- 
ment, April, 1920, pp. 14, 15. 

2 The export of capital in all forms to Canada alone in 1919 and 1920 is 
given by Canadian officials as $550,000,000; and for the period 1914-20 as 
$1,200,000,000. See above, p. 190. 

3 B. M. Anderson, Jr., Chase Bank Bulletin, October 5, 1920. In a subse- 
quent discussion {American Economic Renew, Supplement, March, 1921, p. 40) 
Dr. Anderson states his position somewhat differently, by referring to a 
"triangle of goods" which he affirms has broken down: "I maintain that the 
breaking of the triangle in the shipment of goods has also broken down the 
triangle in the transfer of credits. In the shipment of goods, the triangle has 
been broken by the war. The non-European world has sent an excess of 
goods to us; we have sent an excess of goods to Europe; but the third side of 
the triangle, the shipment of an excess of goods from Europe to the non- 
European world outside of America, has dropped out." It will be apparent 
from the text that the present writer's views are not based upon the assump- 
tion of this particular sort of triangulation. Indeed, this triangle did not 
exist, even before the war, and therefore could not be broken down. Before 
the war we did commonly have an excess of imports from the non-European 
world and an excess of exports to Europe; but Europe did not in general send 
an excess of goods to non-European countries outside of the United States. 
The older industrial nations, by reason of their large foreign investments, 
shipping, and other earnings, received an excess of goods from most of the 
young, less fully developed nations of the world, as wel as from the United 
States. 

4 The proponents of the view that our balance with Europe alone is most 
significant in determining our unfunded foreign balance have not always 
been entirely consistent. Dr. Anderson, for instance, gave as his reason for 
taking the balance with Europe alone the fact that "our trade balance with 
Europe alone is substantially greater than our trade balance with the world 
as a whole. From January 1, 1919 to August 1920 we had an adverse balance 
with the non-European world exceeding $900,000,000. Some efforts have 
been made to compute the unfunded debt of Europe to the United States, 
which have been based upon our balance with the world as a whole, appar- 
ently on the view that our debits to Asia, South America, and so on, cancel a 
corresponding amount of Europe's debt to us. This is erroneous. A truer 
picture is presented by considering direct relations between Europe and the 
United States only." (Chase Economic Bulletin, October 5, 1920, p. 9.) But 
when in a later discussion it was pointed out that his view would imply that 
the non-European countries were "carrying" the United States with short- 
time extensions of credit, as we have been carrying Europe, a supposition 
which would not square with the fact that the dollar had gone to a premium 
virtually throughout the world even as early as the summer of 1920 (see text 
above, p. 00) he affirmed that, broadly speaking, the United States had no 
debit balances in non-European countries, the adverse trade balance having 
been met by our exports of gold, silver, and other currency. In other words, 
having first given as a reason for taking our balance with Europe alone the 
fact that we had debit balances with the non-European countries, he later 
denied that this was the case: American Economic Review, Supplement, 
March, 1921, p. 40. It will be obvious to the reader that if, in fact, we had 
no debit balances in non-European countries there would be no point in com- 
puting our balance with Europe alone. 
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France. Attention has already been called to the fact 
that in 1920 and the present year there have been ex- 
ports of gold from France; in 1920 the gold exported to 
the United States amounted to $48,700,000. France has 
thus followed England in lifting, at least partially, its 
embargo on gold. This is one of the most important 
developments in the past year pointing toward a more 
normal state of trade and indicating that conditions 
of international trade between this country and Europe 
are working toward their logical result. France has also 
reduced its treasury bills outstanding in the American 
market from $74,445,500 to $9,340,000, and has reduced 
its total foreign debt by $540,000,000 (from September 
30, 1920 to April 30, i92i). s Especially notable has been 
the recovery of French foreign trade. France has cus- 
tomarily had an excess of imports, representing interest 
on French capital abroad, tourists' expenditures, and 
the like. The war greatly increased this adverse balance. 
In 1919 it was 35,970,000,000 francs; in 1920, it fell to 
12,970,000,000 francs; in the first four months of 1921 
the balance has turned over and exports have exceeded 
imports by 282,000,000 francs. Last year, before the 
turn of prices, both exports and imports were increasing 
in value with the former gaining rapidly on the latter; 
the increase in imports was almost wholly in raw mate- 
rials, while that in exports was mainly in manufactured 
products. It is important to note also that last year 
many important manufactured exports exceeded in 
physical volume the amounts exported in 1913, in some 
cases by a wide margin. 6 

There is ample ground for believing, therefore, that 
European foreign trade, quite apart from Great Britain, 
has displayed a distinctly hopeful and wholesome trend. 
The crux of the difference in viewpoint concerning what 

6 Fortnightly Survey of French Economic Conditions, French Commission 
in the United States, May 25, 1921. 
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6 This was true of wines, pig iron, semi-manufactures of iron and steel, 
broad silks, clothes of all kinds, leather and leather manufactures, machinery 
and machines, other metal manufactures, automobiles, and rubber manu- 
factures. See Federal Reserve Bulletin, May, 1921, p. 556. 

7 See above, p. 182. 

8 From August 1, 1914 to March 31, 1920; of this £876,500,000 was after 
April 1, 1917. The French government, from August 1, 1914 to December 
31, 1919 made loans to its Allies of 7,575,000,000 francs. See Report of the 
Secretary of the Treasury, 1920, p. 73. 

9 Federal Reserve Bulletin, February, 1921, p. 195. 



balance should be computed to show our floating inter- 
national credits is to be found, however, in the analysis 
of the British trade revival since the armistice. There 
can be no doubt that Great Britain's situation has sub- 
stantially improved in the last two years. England was 
the first, and for some time the only, European nation to 
relax its embargo on gold, though as has been pointed 
out, 7 only a small part of our gold imports from Great 
Britain has come out of British gold reserves. Though 
England has borrowed heavily from the United States, 
having received $4,196,818,538, or 44 per cent, of the 
total government advances to finance exports, besides 
private loans issued here and American securities sold to 
this side, most of this borrowing has been, indirectly, on 
behalf of her Allies, to whom Great Britain has loaned 
during the war and post-war periods £i,85o,5oo,ooo. 8 
The budget for the year ending March 31, 1 921 was 
brought to a balance (and even to show a surplus) by the 
imposition of heavy taxes on income and excess profits. 
The estimates for the current year put expenditures at 
£1,176,000,000 and receipts at £1,418,000,000, which 
would yield a surplus of £242,ooo,ooo. 9 Especially con- 
vincing have been the foreign trade figures of the past 
year. Improvement was noticeable in 191 9; but during 
1920, while imports increased £311,000,000, or 19 per 
cent, this was more than offset by a remarkable in- 
crease in exports, amounting to £539,000,000, or 68 per 
cent more than in 191 9. This increase occurred in spite 
of the decline at the end of the year, caused by the fall- 
ing price level. It is true that part of the remarkable 
increase in British exports last year was the result of the 
high prices of the first half of the year, but the same is 
true of the imports. This year both exports and imports 
have declined with falling prices, the depression attend- 
ing the downward price movement, and the labor disturb- 
ances. But the trade balance has continued to improve. 
Great Britain has normally had a large excess of im- 
ports, representing interest on her foreign investments, 
earnings of her merchant marine, and the like. Sub- 
tracting re-exports from both sides of the balance, the 
excess of imports in 1911-13 averaged £134,000,000, 
which was 22 per cent of the yearly average imports, and 
12 per cent of the average total trade. In 1919 the 
excess of imports was £669,000,000, which was 46 per 
cent of total imports, and 31 per cent of total trade. In 
1920 the excess of imports was £377,000,000, which is 22 
per cent of total imports and 12 per cent of total trade. 
In the first four months of 1921 the excess of imports 
was but £75,000,000, which is 21 per cent of total im- 
ports and 12 per cent of total trade. Here is proof that 
British trade has regained the normal relation of ex- 
ports to imports. 

There can be no doubt that taking into account the 
revival of British exports since the armistice, and also 
British foreign investments (estimated by Edgar Cram- 
mond even now at $15,000,000,000) and her shipping 
earnings, Great Britain on the balance of long and 
short-time indebtedness is still the world's creditor. As 
has been pointed out by Dr. Anderson and others, how- 
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ever, and in my own study last year, England has used 
her improved position in foreign trade to assume a con- 
siderable share of the unfunded indebtedness of the 
continent of Europe to us, rather than to pay off her 
own indebtedness here. This is indicated by the fact 
that New York banks and dealers have sold to London 
in large part their holdings of francs, marks, and other 
currencies; and for this reason sterling has probably 
ruled somewhat lower than its own merits would war- 
rant and the other European exchanges somewhat 
higher. 

But to conclude the analysis of these sterling opera- 
tions at this point is, I believe, to overlook one of their 
most significant aspects. These operations represent 
not a new element in our international relations, but the 
revival of a very old one. They indicate that in spite of 
the war Great Britain has been recovering her tradi- 
tional position as the world's money market; and this 
recovery is strong evidence that triangular offsets are 
today operating upon our own international balance. 
The fact that London is assuming the burden of other 
countries, the fact that New York bankers are convert- 
ing their holdings of other exchanges into sterling 
credits, the fact that we have had, meanwhile, an ad- 
verse balance with non-European countries and a fav- 
orable balance with Europe — all this is strikingly 
reminiscent of pre-war conditions and pre-war practice. 
Then, as during and since the war, we had an adverse 
balance with non-European countries, while we had an 
excess of exports to Europe. These individual balances 
had no significance, however, for we converted our ex- 
ports, to whatever country sent, into sterling, and with 
London credits paid off our adverse balances to other 
parts of the world. 

The natural assumption is that we have been continu- 
ing this practice, that we have to a considerable extent 
been canceling our debit balances with non-European 
countries by means of London credits. If this is not the 
case, one is faced with the necessity of explaining how 
these debit balances have been disposed of. Are we to 
assume that non-European countries have been carrying 
the United States with short-time credits, as we have 
been carrying Europe? The fact that since the armistice 

10 Federal Reserve Bulletin, January i, 1919, p. 21. 

11 The matter was well stated in the Annual Report of the Federal Reserve 
Board for the year 1918: "The private rate (on acceptances) in London has 
for the past nine months been about 3! per cent against average current rates 
in New York of 4I per cent. While this difference may have diverted some 
business to London, the Board has not yet deemed it advisable to meet the 
British rate, because of the financial operations of the Treasury and for 
other reasons. . . ." 

12 To support the contrary view from that here taken, namely, that 
London has been losing its business and New York getting it, it has been 
stated that "We have not bought rupees in London on a great scale for pay- 
ing rupee obligations in India. It has been hard to get rupees in London; 
... in general, it has been easier to buy rupees in New York" (see B. M. 
Anderson, Jr., American Economic Review, Supplement, March 1921, p. 42.) 
I have no current information concerning this, but find it difficult to har- 
monize the statement with the fact that rupees in New York were so scarce 
that the Federal Reserve Bank of New York, under an agreement with the 
British government, purchased from it between November 28, 1917 and May 
12, 1919 202,500,000 rupees ($71,353,250) to provide American importers 
with the means of paying for their shipments from India. See Annual Report 
of the Federal Reserve Board, 1919, p. 324. 



the dollar has gone to a premium throughout the world 
would certainly not bear out such an assumption. That 
we have had a considerable debit balance with the non- 
European world, even as late as December 31, 1920, was 
indicated above. In the middle of 1 920, before the trade 
movement began to turn in our favor, that balance was 
much larger. Yet even then the dollar was at a pre- 
mium in virtually every market. 

The suggestion here made that London has to a con- 
siderable degree recovered her trade-financing functions 
is not inconsistent with the maintenance, or even the 
improvement, of our own business in dollar financing, so 
great has been the expansion in the value figures of 
world trade in the past six years. It is the writer's 
opinion, however, that there is probably a tendency to 
exaggerate the quantitative importance of our own prog- 
ress with dollar exchange. An investigation by Mr. 
Leopold Fredrick showed that at the end of November 
1 91 8 the total of outstanding acceptances representing 
the financing of imports and exports through New York 
was only $210,000,000, as against $500,000,000 in 
London. 10 We have undoubtedly made further progress 
since then, and acceptances have begun to find a more 
adequate market outside of the federal reserve banks, 
which for a long time were virtually their only market. 
But certainly also London is in a stronger position at 
present than in 191 8. It will take time to develop here 
the facilities for acceptance and discount that London 
has long enjoyed, to attract on a comparable scale for- 
eign balances, to accumulate an equally large and de- 
pendable supply of funds for investment in bills and a 
corresponding volume of acceptances seeking investors. 
It is hardly possible, either, to maintain as yet, in view 
of the limitations that were for so long imposed upon the 
reserve banks by the war-financing policy of the Treas- 
ury, that we have secured the same degree of elasticity 
and coordination between the banks and the central 
institution, which has long been so important a feature 
of the discount market abroad. 11 Until we have de- 
veloped an open discount market of the breadth and 
stability of that in London, and with as low an average 
rate on acceptances, it is not likely that we shall sup- 
plant, or seriously threaten, London in its traditional 
financing function. 12 

It is the writer's opinion that triangular relationships 
were at work even during the war, despite the fact that 
there were numerous interruptions of trade currents. 
The records of the Division of Foreign Exchange of the 
Federal Reserve Board provide iUuminating evidence, 
both as to the volume of three-cornered exchange trans- 
actions and the financial position which Great Britain 
holds in the world. From February 20, 191 8, when the 
Board's control over exchange dealers began, to June 25, 
1 91 9, when the Board's supervision ceased, the total 
purchases and sales of demand and cable exchange be- 
tween dealers in the United States were $9,980,894,404, 
and of this total $6,882,707,401, or 69 per cent, were for 
exchange in Great Britain. The total exchange from all 
sources on all countries of the world purchased by Amer- 
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ican dealers during the same period was $11,769,942,317, 
while the total amount sold was $11,747,071,165; 55 per 
cent of these purchases and sales represented dealings in 
sterling. The statistics of arbitrage transactions indi- 
cate that the practice of converting other currencies into 
sterling has been intensified by the abnormal disloca- 
tions and disparities in exchange rates occasioned by the 
war, which have greatly increased the scope and inten- 
sity of arbitrage transactions. The records of the Board 
show that countries in which sterling was depreciated 
sold their sterling balances for dollars to New York, 
where sterling during the period of the pegging opera- 
tions was at only 2 per cent discount, and with the dol- 
lar proceeds either bought gold for export or converted 
dollars into their national currencies. After our gold 
embargo went into effect these sales of sterling to New 
York climinished somewhat, the inability to purchase 
gold for export reducing the profitableness of the arbi- 
trage, but even under these circumstances the volume of 
sterling sales in New York by foreign countries was very 
considerable, and was an important factor in the de- 
pression of the dollar during the war in certain neutral 
countries. After the lifting of the embargo in June 1 91 9, 
it is probable that these sales of sterling by neutral coun- 
tries increased, and constituted an important factor in 
the marked fall of the sterling rate which set in at that 
time, as well as in the heavy outflow of gold, during the 
last half of 191 9. On the other hand, countries whose 
exchanges were depreciated here more than the sterling 
rate would find a profit in buying sterling bills in this 
market and in effecting their payments through the 
sterling medium. The records referred to indicate that 
such countries bought more sterling from New York 
than they sold to it. Though these records do not 
extend beyond June 25, 1919, there is no apparent 
reason why this practice should not have continued. 
Among the countries indicated by the records as making 
net purchases of sterling in New York are France and 
Italy. It is interesting to note the paradoxical fact, 
therefore, that so far as these arbitrage transactions are 
concerned, the effect of the French and Italian opera- 
tions would be to raise the sterling rate in New York, 
while the effect of the operations of the neutrals would 
be to depress it. 

It is unnecessary to carry further this brief survey of 
European conditions and exchange operations. They 
appear to indicate that triangular dealings have been at 
work during and since the war, and that the foreign 
trade position, not merely of England but of other im- 
portant countries, has distinctly improved. Though 
affording a brighter prospect for the future, this im- 
provement does not alter the fact that our balance of 
payments down to the beginning of this year shows a 
balance of unfunded indebtedness of Europe to this 
country. Though the balance indicated by the present 
inquiry is certainly much less alarming than other 
statements which have been made, 13 it is by no means 
inconsiderable. That the financing of our exports by 
short-time bank credits is an unsound and temporary 



makeshift is generally recognized. One of our most 
urgent problems must be to relieve the banks of this 
burden and provide a sound and permanent basis for a 
large and beneficial foreign trade. 

The part played by long-time private investment in 
financing the trade balance since the armistice has been 
small. New foreign bond issues in the United States 
have in fact been exceeded by maturing issues. The 
figures given in Part II 14 show that when account is 
taken of capital exported in all forms — including our 
purchases of European internal bonds, American and 
other securities sold to this side, capital exported in 
other than the bond form, as well as the foreign loans 
issued here — and allowance is made for interest pay- 
able and receivable on private foreign investments, the 
net export of American capital in 191 9 and 1920 com- 
bined did not exceed $781 ,000,000. In future years, one 
of the most important elements in our international 
capital and interest account will be the interest pay- 
ments on the large sum of government credit advances 
to foreign governments and also the repayments of the 
principal of these advances. When these begin in 
volume it seems probable that, unless the outward 
stream of American investment develops to greater 
proportions than those which have characterized it 
since the armistice, we shall have a net import on capi- 
tal and interest account. It requires little demonstra- 
tion to show how important the interest payments on 
the government advances will be. As stated in Part II, 1B 
the Treasury held at the end of last year, including 
the export-credit advances, relief obligations, and notes 
received in exchange for surplus war supplies, a total of 
$10,143,912,000. It is understood that the unpaid 
interest, amounting to $7oo,494,7io, 16 is to be funded; 
so that the grand total of foreign government obliga- 
tions on which interest, and eventually principal, must 
be paid, was on January 1, 1921 $10,844,407,000. The 
annual interest at 5 per cent, exclusive of repayments of 
principal, would be $542,220,000. 

The effect of these interest payments on our future 
international balance may be seen from the following 
table of invisible items. For comparison, the balance is 
also given for the year 1920, including the actual receipts 
and expenditures of the government, as previously 
detailed. 17 There are so many uncertain elements in a 
table of this character that it is hazardous to try to draw 
definite conclusions. In 1920 there was a large debit 
balance on invisible items, amounting to $1,012,000,000. 
If the private capital and interest account (which 
showed a net export of capital amounting to $435,000,- 
000) were included, the debit balance on all invisible 
items would be $1,447,000,000. This would ordinarily 
be covered by a corresponding excess of exports of mer- 
chandise and specie over imports. The actual excess of 

13 Including that in the present writer's paper at the last annual meet- 
ing of the American Economic Association, December 27, 1920: see the 
American Economic Review, Supplement, March, 1921, pp. 22-39, "The 
Foreign Trade Balance of the United States since the Armistice." 

14 See p. 185. 1B See p. 186. 

w To November 15, 1920. " See above, p. 185. 
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Annual Balance of Indebtedness on Invisible Items, 
Excluding New Foreign Loans 

(Units of $1,000,000) 





1920 


FdtdseYeaks 




Credit 


Debit 


Credit 


Debit 


1. Interest on government credit 
advances 


57* 

So 
93 


362 
700 

150 


542 

So 
93 




2. Government credit advances 
and other international pay- 
ments 





3. Net interest payments on 
private capital 




4. Net freight payments 

5. Immigrants' remittances 

6. Tourists' expenditures 


4OO 

200 


Totals 


200 


1,212 
1,012 


685 

85 


600 


Net balance 









* Includes repayments of principal, and German payments toward cost 
of Army of Occupation. 

exports of merchandise and specie last year was $3,029,- 
000,000, leaving a balance not covered by our invis- 
ible debit items for 1920 of $1,582,000,000. In future 
years, according to this table, there is shown, exclusive 
of new foreign loans or of the export of American capital 
in other ways, a small net credit balance. This results 
from the inclusion of the interest payments on the for- 
eign government obligations now held by the United 
States government. If in addition there were repay- 
ments of the principal of these obligations the credit 
balance would be increased. 

The debit items stated in the table are of course 
merely tentative and will doubtless undergo some 
changes. Tourists' expenditures are taken at $200,000,- 
000; there is every prospect that for the next few years 
this item will be larger than ever before. On the other 
hand, it is not likely that immigrants' remittances will 
continue in the enormous volume of the last two years. 
The fall of the price level alone would probably preclude 
the recurrence of such figures. If the remittances should 
sink to the pre-war figure, $200,000,000 to $250,000,000, 
our credit balance would be considerably increased. The 
same result would occur from a substantial growth of 
the shipping balance in our favor, though, as has been 
stated, 18 an important increase of net earnings from 
shipping appears as yet to be most uncertain. In gen- 
eral, it appears fairly certain that we shall have a debit 
balance on invisible items, even exclusive of new foreign 
loans, until interest payments on the government credit 
advances begin in volume. It is not possible to foresee 
just when this will occur, but it seems probable that it 
will occur somewhat sooner than was expected when our 
inquiry was made last year. It was then understood to 

18 See above, p. 196. 

19 This sum is included in the total of $4,197,000,000 of advances men- 
tioned in the text. See Report of the Secretary of the Treasury, 1920, p. 63. 

20 See above, p. 170. 

21 It is not denied that the revived and revised War Finance Corporation 
serves, temporarily, a useful purpose. 



be the intention of the Treasury to fund the interest 
payments for a three-year period, but final action was 
not taken and the question has been left over for the 
new administration. It is understood that the Treasury 
is to convert all obligations outstanding into bonds of 
longer term, but it is not certain whether the currently 
due interest payments will also be funded. Great 
Britain has already announced that she will pay her 
current interest charge and has allowed for it in the 
budget for the year beginning April i , 1 92 1 . The yearly 
interest at 5 per cent on the $4,197,000,000 of credit 
advances to Great Britain would be about $210,000,000. 
Great Britain has also been paying off this year the 
$122,000,000 of advances made to her to finance pur- 
chases of silver under the Pittman Act. 19 From the 
survey of European foreign trade already given and the 
fact that at length a program of German reparations has 
been agreed upon, it would appear probable that France 
and Belgium, as well as Great Britain, may be in a posi- 
tion to resume the interest payments somewhat earlier 
than seemed likely a year ago. 

Applying this analysis to the balance of merchandise 
trade, the conclusion is that on the annual balance of 
invisible items there is still a moderate debit against the 
United States, and that until the interest payments on 
the government advances to foreign governments are 
resumed in volume it is reasonable to expect a continu- 
ance of our favorable balance of trade, though it will 
certainly be modest compared with the unparalleled 
succession of export balances in the last six years. 
There can be little doubt that the marked decline of the 
trade balance this year indicates something more signif- 
icant and permanent than the depression of trade which 
accompanied the fall of prices. As was shown in Part 1 20 
though the fluctuations of the trade balance since the 
armistice have been extraordinarily violent, and at 
times have appeared to exceed logical expectation and at 
other times to contradict it flatly, the general result 
toward which the trade balance has been working since 
the middle of 191 9 has been that indicated by the great 
change which the war produced in our international 
position. The logical ultimate outcome must be an 
overturn of our trade balance. The resumption of the 
large interest payments on the government advances 
will be a powerful factor in bringing this overturn about 
by increasing the imports relatively to the exports. 
That this movement was abeady apparent in 1920, 
even without these interest payments, has already been 
pointed out. The growth of imports is of course desir- 
able as well as logical. We can not forget that foreign 
trade must be reciprocal, and rest ultimately upon the 
payment for goods with goods. Above all, there is no 
valid ground for maintaining an excess of exports over 
imports by extensions of short-time credit, whether 
these be made by the banks, as has been the case in the 
past year, or by the government, as would be the case 
were we to adopt the many suggestions which have been 
made for the revamping of war-time governmental trade 
financing agencies to serve in times of peace. 21 There 
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would be little to be gained and much to be lost by the 
continuance of a policy of paying for our exports out of 
our own pocket. 

Whether the overturn of the trade balance will occur 
when the interest payments on the government advances 
are resumed or will be postponed for some time longer 
will depend chiefly upon the future development of for- 
eign investments of American capital. As already stated, 
the part played in export financing by long-time invest- 
ment in foreign countries has thus far been small. Such 
investment is desirable not because it would serve, if 
substantial in amount, to postpone for some years the 
overturn of the trade balance, but because it would be a 
powerful aid to the maintenance of a large and beneficial 
foreign trade, both of export and of import. There can 
be little doubt that war and post-war world conditions 
and the great increase of interest in foreign trade prob- 
lems engendered by them, have made foreign trade one 
of our major economic interests, and that American 
business is prepared for, and would benefit from, a for- 
eign trade of distinctly greater proportions, both in 
export and in import, than existed before the war. Our 
national growth from the agricultural to the industrial 
stage points also in that direction. It points, too, to a 
corresponding development of American investment 
abroad, though that development will undoubtedly be a 
much more gradual process than the large and rapid 
changes which have occurred in our international posi- 
tion in the past six years. 

A method of trade financing which offers a satisfac- 
tory permanent basis for the continuance of a large and 
beneficial foreign trade is that provided by the Edge 
Act. And one of the most significant events since the 
armistice relative to foreign trade was the decision of 
the American Bankers' Association to establish a $100,- 
000,000 foreign trade financing corporation under that 
act. There is not space to outline in detail the machin- 
ery provided by the Edge Act. In effect, the plan is to 
finance exports by the sale to American investors of the 
debentures (up to a maximum of $1,000,000,000) of the 
trade financing corporation, which debentures shall be 
secured by the rehypothecation of foreign securities 
delivered as collateral to the corporation by the foreign 
importers of our products. This plan has two advan- 
tages. It provides a means of supplanting short-time 
credits by long-time credits; and it removes the chief 
obstacle which in the past has largely prevented a 
substantial outflow of American investments — the hesi- 
tancy of the American investor, born of lack of f amiliar- 
ity with foreign conditions. Under this plan Americans 
would be asked to invest in the bonds of an American 
corporation, with which they are thoroughly acquainted 
and which has the active participation and support of 
our leading bankers throughout the country. 

This mechanism is not unfamiliar or untried. It is 
the mechanism of the British, Scotch, Swiss, and other 
European investment trusts which have been operated 
successfully since the third quarter of the last century. 

22 See above, p. 178. 



It is very similar to the method which has been em- 
ployed in the United States in some lines of domestic 
trade. American electrical manufacturers, for example, 
have for many years sold equipment to street railway 
companies which could pay for it only with corporate 
bonds maturing after a number of years. The manufac- 
turers have maintained subsidiary companies which 
have taken street railway bonds, and deposited them in 
a trust company under a trust agreement to secure an 
issue of the subsidiaries' own notes, which the subsi- 
diaries have then sold to corporations and individuals 
for permanent investment. For a different purpose, the 
device has been employed, in one instance, in our foreign 
trade. On August 1, 191 6 the American Foreign Secu- 
rities Company incorporated by a group of American 
bankers made a three-year loan of $100,000,000 to the 
French government secured by a deposit as collateral by 
France of $120,000,000 of securities. These securities 
the company rehypothecated with a New York bank 
under a trust agreement to secure $94,500,000 of the 
company's own three-year 5 per cent notes, which 
notes the Company then offered to the public. That the 
operation was profitable is indicated by the fact that 
the company paid dividends throughout the three-year 
period averaging more than 8 per cent upon its $10,000,- 
000 of capital stock. 

In establishing foreign financing corporations under 
the Edge Act we should bear in mind certain fundamen- 
tal considerations. In the long run such corporations 
will render most effective service not in financing our 
trade with Europe but with other parts of the world. It 
is true that the European trade has been most in need of 
a sound financing mechanism. The unsatisfactory state 
of our European trade, however, is but temporary, 
whereas the need for foreign investment to support 
foreign trade will be permanent and growing. And the 
avenues of trade expansion will not be European. On 
the future trend of American foreign trade the ten- 
dencies of pre-war trade and the fact that since the 
armistice these tendencies have been borne out to a 
remarkable degree, furnish unmistakable evidence. 
There can be no doubt that in the export trade expan- 
sion will occur mainly in non-European directions; and 
it appears altogether probable, also, that though in the 
process of paying off its war indebtedness to this country 
Europe will for a time send as great or even a greater 
proportion of her imports than before the war, in the 
long run the expansion will be with non-European 
countries. 22 These well-defined tendencies in the dis- 
tribution of trade are given further significance by the 
changes occurring in the character of our foreign trade, 
the declining exports of food and the growth of food 
imports, the increasing importance of imports of raw 
materials, and the marked increase, absolutely and 
relatively, of exports of manufactures. 23 The change 
from the agricultural-extractive to the industrial stage 
in our foreign trade is proceeding steadily and rapidly. 
It means three things. It means that an outflow of 

23 See above, p. 172. 
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foreign investments is the logical expectation. That is 
shown by the experience of the other leading industrial 
nations. It means that in the long run this outflow will 
serve to finance the expansion of our trade primarily 
with the non-European world. The experience of other 
nations indicates that our capital will go mainly to the 
relatively young and undeveloped countries and will be 
closely allied with foreign trade expansion, in both 
exports and imports. And finally ,' it indicates unmis- 
takably that our capital, whether provided by corpora- 
tions under the Edge Act, or by any other process, will 
in the long run be used primarily to finance not exports 
of agricultural products, but of manufactures. The 
emphasis which has been placed upon financing agri- 
cultural products is a temporary phase, due principally 
to the fact that for a time the drop of our price level 
hit the agricultural interests hardest. 

In summing up this study of our international bal- 
ance, it may be stated that while, in view of the number 
of uncertain elements entering into our balance of pay- 
ments, it is not possible or necessary to insist upon the 
precise figures of our unfunded foreign balance which 
have resulted from the present investigation, there 
appears to be ample ground for the view that, in spite of 
many disturbing circumstances, our international situ- 
ation since the armistice has been less alarming than 
has frequently been stated. It appears improbable that 
our unfunded balance exceeded a billion dollars at the 
end of last year; foreign trade conditions in Great 

a There is little doubt that the decision that the initial reparation pay- 
ments should be delivered by the Reparations Commission at New York in 
dollars instead of at Paris, Brussels, or London has affected the sterling rate 
adversely for weeks past, since the operation takes the form of the sale here 
of drafts on London. Such an operation would of itself, apart from the bear 
speculation to which it would inevitably give rise, depress sterling, as would 
any other important offering of bills representing a net addition to payments 
receivable by New York, whether for export, maturing loans, or other items 



Britain, France, Belgium, Italy, and Germany have 
shown improvement, and the improvement has been 
marked in the two former countries; our own trade bal- 
ance with Europe, and with the world generally, has been 
undergoing the changes which were logically to be ex- 
pected. As was to be expected also, virtually all countries 
have experienced the ill effects of the world-wide fall of 
prices, and the foreign exchanges of some of the neutral 
markets, notably Latin-America, have been and still 
remain markedly weak. But the European exchanges, 
despite the depression accompanying the price turn, 
showed this past spring — until the unique methods 
adopted for effecting the initial reparation payments 
produced their inevitable results upon the sterling rate 
in New York 24 — a more consistent upward tendency 
than has been apparent at any time since the artificial 
control of exchange was relinquished in 1919. It is not 
possible to believe that so prolonged and pronounced a 
recovery could have occurred had London and the Con- 
tinent been indebted to the United States on current 
items — besides the $10,844,000,000 of obligations held 
by our government and the private long-term indebted- 
ness — by some three to four billion dollars. It appears 
wholly probable that Europe has got past its worst phase 
so far as conditions of international trade and finance 
are concerned, and that in the present year its im- 
proved position will be reflected by a higher average 
level in the exchange market than that which obtained 
last year. 

receivable. As the New York Times (June 12) well said: "The episode is 
full of anomalies so odd as to mark out its absolutely artificial character. 
When a reparations payment sends exchange against the countries which are 
reimbursed by it and in favor of the market which is not a beneficiary, when 
it actually results in outflow of capital from the countries to whom the in- 
demnity is awarded, and when the country that gets the money is a country 
to which no payments whatever had been stipulated, it is evident enough 
that the exchange market cannot be moving on ordinary lines." 



